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85TH CONGRESS HOUSE OF REPRESENTATIVES REpPoRT 
Ist Session No. 10 


UNITED STATES ATD OPERATIONS IN IRAN 


JANUARY 28, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed with an illustration 


Mr. Dawson of Illinois, from the Committee on Government Opera- 
tions, submitted the following 


FIRST REPORT 


On January 24, 1957, the Committee on Government Operations 
had before it for consideration a report from its Subcommittee on 
International Opertaions entitled “United States Aid Operations in 
Iran.” 

After full consideration of the report as submitted by the subcom- 
mittee, upon motion made and seconded, the report was unanimously 
approved and adopted as the report of the full committee. The 
chairman was directed to transmit a copy to the Speaker of the House, 


INTRODUCTION 


The assigned jurisdiction of the International Operations Subcom- 
mittee requires it to examine, from the standpoint of economy and 
efficiency, the expenditure of United States funds in this Government’s 
nonmilitary international operations. In carrying out this duty the 
subcommittee has paid particular attention to the field of foreign aid, 
a field in which United States expenditures over the last 10 years have 
exceeded $60 billion. 

The subcommittee has reviewed a series of reports by the General 
Accounting Office on foreign-aid operations. These have included 
audits of United States programs in Pakistan, India, Iran, Egypt, and 
Lebanon. From among these, the operations in Iran were selected for 
intensive analysis. 

This analysis led to 14 days of public hearings and 2 days of hear- 
ings in executive session during the period May 31 to July 16, 1956, 
in which testimony was received by the subcommittee from the Comp- 
troller General of the United States, as well as from officers of the 
Department of State, of the International Cooperation Administra- 
tion, and of the United States Operations Mission in Iran. 

In dealing particularly with Lran the purpose is not to single out 
that program as being worse or better than others; rather, the inten- 
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tion is to examine general and major operating problems as they 
develop at country levels. The report which follows amply illus- 
trates, in the judgment of the subcommittee, the nature of the prob- 
lems and some of the situations which developed. 

The subcommittee fully recognizes that foreign aid is a component 
part of a complex of operations intended to accomplish United States 
foreign-policy objectives. The amount, the timing, and the kind of 
aid granted in any particular case, therefore, are inevitably related to 
United States political interests abroad. 

Recognition of this relationship, however, in no way eliminates the 
necessity to examine closely the economic validity of individual aid 
programs and to evaluate the efficiency and economy with which red 
have been carried out. The subcommittee, in the report which fol- 
lows, has endeavored to approach United States aid operations from 
this standpoint. It raises no questions about the foreign-policy goals 
which may have motivated the program considered. The wisdom of 
these goals is for the Congress as a whole to judge. The task the sub- 
committee has undertaken is only to determine the efficiency and the 
economy of the means employed to achieve them. 


SUMMARY 


Iran, whose 1,000-mile northern border adjoins the Soviet Union, 
is one of the most important oil producing countries in the Middle East. 
It is estimated to contain 13 percent of the world’s oil reserves. 

In recent years Iran has experienced considerable internal political 
turmoil which has had a serious impact on itseconomy. In 1951, dur- 
ing a period of intense nationalism, the Government under Prime Min- 
ister Mossadegh expropriated the British-owned Anglo-Iranian Oil 
Co. whose royalty payments had formed the major part of Iran’s for- 
eign exchange earnings. ‘This action touched off a prolonged inter- 
national dispute which resulted in the loss to Iran, for more than 3 
years, of earnings from oil. 

In August 1953 the Mossadegh regime was overthrown and replaced 
by a new Government under Prime Minister Zahedi. Although the 
new Government resumed negotiations which had been stalled com- 
pletely under the Mossadegh regime, a settlement of the oil dispute was 
not reached until October 1954. With this settlement, foreign ex- 
change earnings from oil began once more to flow into Iran. A year 
later, a general orientation of Iran toward the West was signalized 
by her adherence to the Baghdad Pact. 

During these years, from 1951 to 1956, the United States gave Iran 
more than a quarter of a billion dollars in aid, beginning with a co- 
operative technical assistance program of rural improvement started 
in 1951 with $1.6 million of United States funds. In 1952, when the 
economic impact of the oil nationalization was beginning to be felt, the 
United States increased the grant of technical assistance funds to $23 
million. Most of this $23 million was used to make up Iran’s foreign 
exchange shortages resulting from the oil situation. For the next 4 
years, United States technical assistance funds, at an average rate of 
more than $20 million a year, were supplied to Iran essentially for 
this purpose. In addition, beginning in August 1953, immediately 
after the fall of the Mossadegh government, the United States supplied 
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mutual security funds at an average rate of $5 million a month for 
3 years to make up deficits in Iran’s Government budget. 

These United States funds represented huge expenditures in the 
limited economy of Iran. The possibilities for waste and loss were 
enormous. Because of that fact both United States officials and the 
Iranian Government should have recognized the need for special 
diligence in exercising prudent management over the uses made of 
this money. The cooperative nature of the undertaking might have 
been expected to lead the Iranian Government to make full use of all 
possible measures of self-help. Such measures might have included 
holding Government expenditures to a minimum; undertaking appro- 
priate tax and fiscal reforms; and utilizing opportunities for financing 
the temporary deficits in the economy by loans against assured future 
oil income. 

The subcommittee study reviews the purposes of the United States 
aid program; the details of how it was managed; and the extent to 
which the Iranian Government participated in it. Finally, the sub- 
committee’s study analyzes the annual presentations made to the Con- 
gress on the progress of the program and the need to continue it from 
year to year. 


CONCLUSIONS 


1. United States aid and technical-assistance programs in Iran 
which, between 1951 and 1956, totaled a quarter billion dollars, were 
administered in a loose, slipshod, and unbusinesslike manner. 

2. The so-called expanded technical-assistance program which be- 
gan in January 1952 and resulted in United States obligations of over 
$100 million in a 5-year period, was neither technical assistance nor 
economic development, but an ad hoc method of keeping the Iranian 
economy afloat during the years of the oil dispute. 

3. The expenditure of technical-assistance funds during these years 
was undertaken without regard to such basic requirements of prudent 
management as adequate controls and procedures, with the inevitable 
consequences that it is now impossible—with any accuracy—to tell 
what became of these funds. The resulting opportunities for waste 
and loss of funds were considerable, but the extent to which loss and 
waste actually occurred cannot be determined since management prac- 
tices and control procedures were so poor that records of the operation, 
especially in the early years, are not reliable. 

4. Amounts requested for United States aid to Iran seem to have 
been picked out of the air. There is no evidence that they were based 
on advance study of what the Iranian economy needed, the amount it 
could absorb, or programs which could be intelligently administered 
by the United States personnel available at the time to expend the 
funds. 

5. The conduct of the United States operations mission’s affairs 
appears to have been based on the assumption that as long as United 
States aid funds were spent promptly it was not a matter of great 
consequence as to what they were spent for. Members of the mission 
who openly objected to the uncontrolled nature of the operation were 
either disciplined or labeled as incompetent. To those familiar with 
the involved and time-consuming processes for financing public works 
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in the United States, in whole or in part with Federal funds, the 
cavalier, free-wheeling casual fashion in which huge sums of United 
States funds were committed in Iran must necessarily be shocking. 

6. The participation of Iran in sharing the expense of the program 
appears to have been little more than nominal, and it is clear that, from 
the Iranian standpoint, the program’s virtue was that it supplied a 
source of foreign exchange. It was not United States know-how but 
United States dollars which was Iran’s chief gain. 

7. Under the expanded operations begun in 1952, about $10 million 
in direct aid was furnished for a series of industrial, or capital im- 
provement projects. Under statutory criteria the eligibility of the 
projects is questionable. United States officials sought to justify 
these expenditures on the grounds that the various plants involved 
were not only badly needed for the economy of the country but would 
supply excellent demonstrations of the feasibility of such undertak- 
ings. However, the more important of these enterprises still are not 
fully operating after 4 years, due to poor planning and faulty engi- 
neering. Thus their value in terms of economic development has been 
almost nil, and as demonstrations they appear chiefly to be monuments 
to a fumbling aid program. 

8. A major effort on the part of the United States mission in 1953 
to promote the construction of a multi-million-dollar dam on the 
Karadj River has resulted in virtually nothing but the relocation, 
at a cost to the United States Government of nearly $3 million, of a 
road around the proposed site; while not only has there been no con- 
struction started on the dam, the Iranian Goverment has not even 
concluded a firm contract for its financing. 

9. Among the programs undertaken was one of supplying nearly 
$5 million over a 4-year period to support Iranian students who were 
completing their college training abroad. Involved in the program 
was a $2 million subsidy, through a special exchange rate for dollars, 
to the well-to-do sponsors and parents of these students. The nature 
and scope of the program were not revealed to the Congress and the 
Comptroller General has ruled that the expenditure of technical 
assistance funds for this purpose was unauthorized. 

10. On top of annual grants of about $20 million for technical 
assistance, the United States began, in 1953, to supply supposedly 
temporary budgetary assistance to the Iranian Government at a rate 
of $5 million a month. In spite of the alleged temporary nature of 
this increased aid, the United States has continued to make budget 
aid grants and loans at about this same rate for 3 years. 

11. United States control over what Iran did with this budget aid 
was practically nonexistent and the subcommittee notes that Iranian 
budget deficits increased rather than decreased during this period. 

12. United States aid, alleged to be granted on the basis of austerity 
levels of Iranian Government expenditures, was utilized to pay for 
many extraordinary items, like the payroll of the National Iranian 
Oil Co. The fact that these items had not previously been considered 
appropriate charges against the Government budget casts doubt upon 
the propriety of treating them as budget items to be supported with 
United States aid dollars. 

13. Whatever Iranian efforts may have been made to solve their own 
difficulties through appropriate reforms in Government spending and 
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tax collection, their successes in this regard do not appear to have been 
noteworthy during the period when United States aid was financing 
Iranian budget deficits. 

14. Iran’s oil revenues are, and have been for some time, adequate to 
finance both the Government’s operating budget and their ambitious 
development plan. Thus, their chronic budget deficits appear to be 
an outgrowth of financial management methods rather than lack of 
resources. 

15. A factor in continued United States aid appears to be an aver- 
sion on the part of Iran to receive help in the form of United States 
loans, even though such loans are feasible and Iran is in a good posi- 
tion to repay them. 

16. Each year’s allotment to Iran has been justified as a temporary 
measure for a given set of reasons which have changed each year 
while the level of aid has remained about the same throughout. Pres- 
entations to the authorizing and appropriating committees of the 
Congress have been vague and misleading. This may be due, in part, 
to the paucity of factual information available to those testifying 
before the committees of Congress. It may also be due to awareness 
that a clearer picture would have led Congress to reduce the program 
by eliminating items of expenditure which could not be reasonably 
justified. 

17. Program presentations to the Congress have consistently failed 
to point out that Iran was and is an essentially solvent country. 

18. The use of the so-called illustrative method of presenting budget 
requests to the Congress is a major factor in the almost complete loss 
of control by the Congress over spending in this type of program. 
Under this system the Congress is given a description of a hypotheti- 
cal program which might be carried out if requested funds are fur- 
nished. However, when funds are granted by the Congress, there is 
no commitment by the executive branch to expend them for any of 
the activities used as hypothetical illustrations. 

19. Congressional control over expenditures in this type of program 
is further defeated by the fact that information supplied Congress on 
how funds granted on the illustrative basis were actually spent con- 
—" omits the elementary facts needed for an intellighét post- 
audit. 


RECOMMENDATIONS 


The subcommittee recommends— 

1. That the Congress give concentrated attention to the entire prob- 
lem of foreign aid with a view to determining the extent to which it 
has departed from its economic role and has become a vehicle for deal- 
ing with diplomatic problems simply by writing out annual checks 
drawn on the United States taxpayer. 

2. That the Congress require the Department of State and the Inter- 
national Cooperation Administration to take whatever measures are 
necessary to reverse the present pattern of deciding on dollar commit- 
ments first and actual programs and projects later. Requests for aid 
and technical assistance funds should be more closely scrutinized 
before oe are authorized and appropriated. To this end the Con- 
gress should require the executive agencies to make their requests and 
their supporting presentations earlier in the session to avoid dealing 
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hastily with these programs in the hectic days at the end of a session, 
The congressional committees should require detailed factual infor- 
mation in justification of sums requested and should abolish the prac- 
tice of presenting “illustrative programs.” 

3. That the Department of State and the International Cooperation 
Administration obligate aid funds to specific programs only when 
definite provision has been made for the timely availability in the field 
of sufficient competent personnel, both technical and administrative, 
to assure proper and efficient conduct of these programs. 

4, That the Congress require detailed and meaningful reports of how 
local currency generated by United States financed imports was actu- 
ally expended within the recipient country. Reports which show 
merely what commodities were bought in the United States tell only 
half the story. Such reports should be required in sufficiently clear 
terms to allow congressional judgment to be exercised on the efficiency 
and economy of such expenditures. 

5. That the Congress require unequivocal and frank reports from 
the Department of State and the International Cooperation Admin- 
istration on the extent to which aid-receiving countries can and do help 
themselves. United States funds should not be used to finance projects 
which foreign governments are able to finance themselves. Where the 
program can be handled as a loan it should not be given as an outright 
grant. Grants should be pared to the minimum with the maximum 
portion of the program financed by the country receiving the benefit. 

6. That the General Accounting Office establish and require the use 
of accounting systems by the International Cooperation Administra- 
tion which will insure accurate end-use accounting for the expendi- 
ture of foreign economic aid funds. The General Accounting Office 
should also expand and strengthen its audits of economic aid expendi- 
tures to assure timely, accurate, and fully detailed reports to the 
Congress. 

7. That the Department of State and the International Cooperation 
Administration identify the individuals responsible for the waste and 
Jax administration described in this report and take prompt action to 
insure that they shall no longer occupy positions of trust and authority 
in the expenditure of United States aid funds. 


HISTORICAL NOTE ON IRAN 


On the northern shore of the Persian Gulf and encircled by Iraq, 
Turkey, the Soviet Union, Afghanistan, and Pakistan, lies a high 
lateau, some 4,000 feet above sea level, strewn with mountains. This 
is the country of Iran. (See map attached.) The 1,000 miles of its 
northern border with the Soviet Union are guarded by ranks of jagged 
mountains extending westward into Turkey. Another chain of moun- 
tains stands watch along its entire western frontier with Iraq. To the 
east and south, great empty deserts, spotted with barren hills and 
treacherous salt flats, face Afghanistan and Pakistan. 

This was the land from which Cyrus went forth more than 20 
centuries ago to establish by force of arms the world’s first empire. 
This was the land where Alexander the Great made good his conquest 
of the Persian armies. This was the territory which, prior to the 
completion of the Suez Canal, formed a land bridge over which for 
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hundreds of years the main trade routes between the Far East and 
West crossed. 

Today, on its 628,000 square miles, 20 million people live. Although 
80 percent of them are engaged in agriculture, only 10 percent of the 
land is suitable for farming. Much of the agriculture is carried on 
by nomadic herders on the mountain slopes or in isolated self-sufficient 
communities in the thousands of mountain valleys. So isolated are 
many of these communities, the subcommittee was told, that there are 
some which even today have never seen a wheeled vehicle. 

One-tenth of the population is located in the western part of the 
Caspian lowland, a narrow coastal strip which rims the center of 
Iran’s otherwise mountainous northern boundary. Here, in the sub- 
tropical climate of this thin plain bordering the Caspian Sea is found 
one of the most important food-producing areas of the country. 

Although there are a number of cities—cities with exotic names 
like Isfahan, Meshed, Khorramshahr, Tabriz, and Teheran—the great 
bulk of the population is to be found in villages. In these villages, 
the average peasant lives in a mud hut and, under a feudal form 
of land tenancy, pursues a life not unlike that of his ancestors a thou- 
sand years earlier. Literacy, even in the cities, is low with some esti- 
mates placing it at not more than 7 percent. 

Until the 20th century, Iran was a feudal state with tribal chiefs 
and great landlords vying for favor with religious leaders at the 
court of the Shah. From the time of the treaty of Turkomanchai 
in 1828, which brought to a close a war between Russia and Iran, con- 
cessions to foreign countries of extraterritorial rights and trade and 
commercial privileges became the established pattern by which the 
Shah’s court obtained much of its income. 


Tran in the 20th century 


In the last 50 years an extraordinary change has taken place in the 
affairs of Iran. The development of oil as a basic necessity for the 
industrial economies of the world and the discovery that Iran has 
an estimated 13 percent of the world’s reserves have significantly 
altered both the internal and the external affairs of the country. 

On the international level, the importance of oil has served to make 
the position of Iran a matter of deep concern in the recent years of 
struggle between the Soviets and the Western World. Internally, the 
revenues from this relatively new source of wealth have become a 
major element in the national economy as well as a subject of serious 
and far-reaching political contention. 

As of 1951, oil exports from Iran were valued at about $360 million 
annually and further growth was expected. Of this amount, the 
Iranian Government and the Iranian economy benefited to the extent: 
of about $100 million, its receipts being derived from royalty pay- 
ments and local expenditures made by the Anglo-Iranian Oil Co. 
which for many years held the main oil concession in Iran and oper-- 
ated as well the world’s largest refinery at Abadan at the head of the 
Persian Gulf. 

It was in part to deny to Hitler’s Germany this rich prize that 
early in World War II the British and the Soviets, in a concerted 
move, undertook a military occupation of Iran, later to be joined b 
United States forces sent to establish a route across Iran for send- 
ing lend-lease supplies to Russia. With the close of World War IE 
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the United States and British forces were withdrawn, but the Soviets 
delayed long enough to make an abortive attempt to set up a puppet 
state in the northern provinces which they had occupied. e Soviet 
effort was a flat failure due, in part, to the courageous actions of the 
central Iranian Government and also to the skillful diplomacy of 
the United States Ambassador who gave timely moral aking to the 
Tranian Government and people. 

Although the Soviets were thoroughly routed in their attempt to 
establish a satellite state in the northern provinces, they did leave 
behind a Communist Party in Iran and, through the years, have used 
it to pursue the divisive, slogan-shouting, riot-provoking measures 
which have become their trademark. 


Relations with the United States 


With regard to the United States, the Iranian attitude over the 
years has been generally cordial. As far back as 40 years ago, the 
Iranian Government sought out and used the services of top-flight 
American advisers to help them with their problems. In 1911, an 
American, W. Morgan Shuster, served as financial adviser to the Ira- 
nian Government. From 1922 to 1926, Arthur G. Millspaugh headed 
a mission to Iran at the request of the Shah to put that Government’s 
financial and economic house in order. In 1942, Colonel Schwartzkopf, 
formerly head of the New Jersey State police, was engaged to train an 
Tranian gendarmerie, and in 1943, for a brief period, Arthur Mills- 
paugh was again called in to reorganize Iranian Government finances. 

After World War II, United States military aid in the form of 
grants and sales of military equipment was extended to Iran. In 
recent years, direct United States grants for military purposes have 
been made annually to Iran. 

Economic development before 1950 

Internal developments were also remarkable during this period. 
Now in place of an absolute ruler, the Shah had become the constitu- 
tional monarch of a parliamentary form of government based on a 
constitution promulgated in 1906. Railway lines crossing the country 
were in being. Nearly every town of any size now had an electric 
light and power plant, most of them powered by diesel motors, and few 
by coal. nase refineries, textile mills, meat and fruit canneries were 
being erected, with much of this development in the hands of Govern- 
ment monopolies. In the area of foreign trade, quite independent of 
oil products exported, the picture was one of almost unbroken increase 
year after year. 

Part of this record of progress was due to efforts undertaken by Reza 
Shah during the years from 1922 to 1940. More recent changes were 
the result of the operation of Iran’s 7-year-development plan begun 
in 1948. Because of its bearing upon subsequent United States aid 
operations in Iran, the origin and nature of the 7-year plan and the 
way it was intended to be carried out, are worth describing. 

Origins of the 7-year plan 

As has been pointed out earlier, one of the most important sources of 
wealth in Iran is oil. The major concession for producing and market- 
ing Iran’s oil had been held for many years by the Anglo-Iranian Oil 
Co., a private concern whose stock was 51-percent owned by the British 
Government. Payments by the Anglo-Iranian Oil Co. were made to 
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the Iranian Government on a royalty basis, and by 1948 were well over 
$35 million annually. 

In addition, local purchases in Iran by the Anglo-Iranian Oil Co, 
brought in foreign exchange which in 1948 totaled another $65 million. 
Both the royalty payments and the foreign exchange brought into 
Iran for the company’s operational costs had been increasing each 


ear. 

There had been a considerable and growing element of discontent 
in Iran over the fact that not much tangible improvement was taking 
place in the Iranian economy as a whole in spite of this tremendous 
oil income. The outgrowth of this discontent was the passage of a 
law by the Iranian Parliament in 1949 requiring that all oil royalties 
be devoted to the development of the country rather than be dissipated 
in increased Government operating expenditures. The law was based 
upon a study made initially by the American firm of Morrison-Knud- 
sen, Inc., and reviewed by representatives of a number of topflight 
United States firms, organized for the purpose as Overseas Consult- 
ants, Inc. This study outlined a tremendous development program 
for the entire economy of Iran to be carried out over a 7-year period. 
Every major field of the Iranian economy was covered by the plan; 
programs in health, education, agriculture, industry, mining, oil pro- 
duction, and the like were proposed. 

Although the cost of the plan was large, the Overseas Consultants 
had found the Iranian economy to be financially sound with little 
internal or external debt. They had also found that Iran’s foreign 
exchange earnings were more than adequate for her needs. The prin- 
cipal requirement for success of the plan, the consultants felt, was the 
desire and effort of Iran herself to devote her energies to the task. 

In adopting the recommendations of the Overseas Consultants the 
Tranian Ponlemans promulgated the 7-year plan and set up a rela- 
tively independent Government agency, known as the Plan Organiza- 
tion, to administer it. All oil royalties, with the exception of a small 


diversion during the first 6 months of the plan, were to be turned 
over tothe Plan Organization. 


Financing of the 7-year plan 


Although there is a margin of error in translating [Iranian local cur- 
rency into dollar equivalents, the following figures are reasonable 
approximations of the magnitude of the 7-year plan as originally 
promulgated. 

The total cost was estimated to be about $400 million, or an aver- 
age of $58 million for each of the 7 years the plan was to run. About 
two-thirds of the cost involved local Iranian expenditures while the 
remaining third—or about $135 million—would require foreign ex- 
change for imports of goods and services. Oil income, which had 
shown a steady increase over the years, could be expected to provide 
at least $40 million annually. This would leave $18 million of annual 
expenditures to be financed. To cover this the basic law authorized 
the Plan Organization to borrow from the central bank of Iran, the 
Bank Melli, up to $15 million annually at 2 percent interest. It also 
authorized the negotiation of loans from the International Bank for 
Reconstruction and Development of not more than $250 million, or 


1Computed at 50 rials to the dollar, which was the approximate market value of the rial 
at that time. 
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an annual average of $35 million. A further provision authorized 
the Plan Organization to arrange for credit with nongovernmental 
sources and commercial firms. ‘Upon the completion of the 7-year 

eriod, the entire oil income was to be devoted to paying off the 
Rnundea portion of the plan—approximately $120 million—which 
would mean that oil revenues over slightly more than a 10-year period 
would pay for the entire plan. In short, Iran’s economic develop- 
ment was calculated to be well within the limits of her own resources. 

Reviewing the various authorities granted under this law, it seems 
safe to assume that it had every chance of being financially sound 
since the credit of the Plan Organization was as good as the certainty 
of oil revenues about which, at that time, there could be little doubt. 

There was, perhaps, only one potential hazard to the carrying out 
of this ambitious scheme and that lay in the fact that it assumed that 
the Iranian Government, heretofore the recipient of oil revenues, 
could operate its governmental budget without using the oil royalties 
as part of its Government receipts. 

Whether the Government could or could not operate its budget with- 
out oil revenues, the fact of the matter is that regardless of the 
law, it did not. In 1949 when oil revenues were approximately $38 
million, the Plan Organization received only $15 million; when in 
1950 the oil revenues were $45 million, the Plan Organization received 
only $32 million. 

The Plan Organization, however, did have other sources of income. 
Included in its responsibilities was the operation of some of the Gov- 
ernment’s monopolies. In 1949 and 1950 these sources contributed an 
additional $7.5 million of revenue to the Plan Organization. 

Thus it was that Iran had made a hopeful beginning on the vast 
problem of her economic development, and construction had been 
started or plans completed on a number of industrial and municipal 
enterprises. 


T he situation in 1950 


In spite of these signs of progress, Iran in 1950, was still an 
underdeveloped land. “Per capita income was approximately $66 
per year. Infant mortality was 500 deaths for every 1,000 live births, 
Food production was still low. Farming methods and tools were 
still primitive. Educational opportunities were limited. Nor was 
the Government, whose operations were highly centralized in the 
capital city of Teheran, adequately organized for the economic de- 
velopment of the country. Moreover, political and social traditions, 
such as the system of land tenure which results in 2 percent of the 
people owning 70 percent of the land and the individualistic outlook 
of the Iranian culture which does not lend itself to corporate action, 
were still real obstacles to organizing such productive potential as the 
land possessed. 

It was at this point in Iran’s history that the United States under- 
took its first technical assistance program under the recently promul- 
gated point 4 concept. 


UNITED STATES TECHNICAL ASSISTANCE IN IRAN 


The technical aid agreement of October 19, 1950, between the United 
States and Iran was the first to be signed under the point 4 program. 
This agreement with Iran provided for the start of a rural de- 
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velopment program aimed at helping the village population initiate 
better farming methods, better water supplies and insect control, and 
schools for primary and vocational education. 

The primary objective of this first program in Iran was to im- 
prove the living conditions and productivity of the residents of rural 
areas. It was to be based on a series of demonstrations and train- 
ing centers to be established gradually throughout the country at 
points near the principal centers of population. 


United States and Iranian commitments 


The formal basis of the program was a document entitled “Memo- 
randum of Understanding for Technical Cooperation on Rural Im- 
provement,” signed by the United States Ambassador and the Iran- 
ian Prime Minister on October 19, 1950. It committed the Iranian 
Government to provide: 


* * * such Iranian personnel, including rural schoolteach- 
ers, agricultural experts, and health and sanitation experts 
and such land, buildings, and equipment from local sources 
as may be required by the demonstration and training cen- 
ters * * *, 


The document further specified that the Iranian Government would 
contribute not less than 3,200,000 Iranian rials ($80,000) annually for 
meeting operating expenses of a Joint Commission to supervise the 
technical cooperation program. 

Against this specific Iranian contribution of approximately $80,- 
000 annually, the United States Government had no corresponding 
obligation to make a cash contribution. It undertook to provide: 


(a) the services of technicians in the fields of education, 
agriculture, and health to supply technical and administrative 
direction of the work of the individual demonstration centers, 
and (6) equipment and apparatus not produced or manu- 
factured in Iran. 


As a matter of United States policy, a technical assistance grant is 
made only on condition that the host country request it and agree 
to pay a fair share of its cost. In addition the program must be re- 
lated to efforts being made by the host countries themselves. As 
initially conceived, it is clear that the rural improvement program 
in Iran met these conditions. 

In essence this program represented one element in Iran’s own 
7-year development plan. The cost of foreign experts and supplies 
was now, however, to be funded by a grant from the United States. 


Oil nationalization 


The original point 4 program in Iran had been underway for 
only a few months when a serious upheaval occurred in the roliical 
and economic situation in Iran. A series of political crises culminated 
in April 1951 when Prime Minister Mossadegh came into power on 
a tide of nationalistic spirit. Shortly thereafter, the Government of 
Iran, by decree, nationalized its lucrative oil industry which had for 
several years been operated as a concession of the Anglo-Iranian Oil 
Co. The British Government, in retaliation for the nationalization 
decree, withdrew British technicians from their posts in the oil indus- 
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try of Iran and subsequently undertook legal action to impound oil 
shipments by court order in various foreign ports to which Iranian 
oil was sent after nationalization. The effect of this process was to 
reduce international shipment of Iranian oil to minimum levels and, 
as a consequence, Iranian receipts from the oil industry, which for- 
merly were paid as royalties by the Anglo-Iranian Oil Co. to Iran, 
were reduced to almost nothing. 

In the months that followed nationalization the foreign exchange 
earnings of Iran dropped sharply as settlement of the oil dispute 
proved impossible. The impact of this loss was felt mostly among 
government employees and city dwellers, representing about 20 per- 
cent of the population. On the remaining 80 percent of the popula- 
tion, most of whom are engaged in subsistence-level agriculture and 
exist outside the monetary sector of the economy, the impact was not 
of similar significance. 

The heaviest blow was on the 7-year development plan which 
received no further grants from the Government of Iran for more 
than a year. 

THE EXPANDED UNITED STATES PROGRAM 


In November 1951, 6 months after the oil nationalization, the United 
States, which up to that point had allocated less than $2 million for 
technical assistance to Iran, came forward with an offer of $23 million 
which Prime Minister Mossadegh quickly accepted. A formal agree- 
ment was reached in January 1952. 

How the amount of $23 million was arrived at is something of a 
puzzle. It was clearly not the price tag on a planned program of 
activities since, as a later section of this report on program manage- 
ment will show, no program planning had been done when this figure 
was announced. As far as the subcommittee can determine, the $23 
million represented the size of the dollar grant the United States was 
willing to make to Iran at that time. 

Two aspects of this initial transaction are of interest. In the first 
place, the agreement for the program was made not through a memo- 
randum of understanding jointly signed by the United States Am- 
bassador and the Iranian Prime Minister, as the initial agreement of 
1950 had been, but through a note initiated by the United States tech- 
nical assistance director in Iran to the Prime Minister, and accepted 
by the Prime Minister. The reason for this somewhat unusual ar- 
rangement, the subcommittee has been told, was that Mossadegh, who 
had come into power partly on a platform of being against all for- 
eigners in Iran, did not want to sceadindes that this was an action 
of the United States Government and that he wanted to deal with the 
point 4 program in Iran as if it were an entity in itself. In the 
second place, again by contrast with the way the original program of 
1950 had been set up, the United States committed itself in this ex- 
change of notes to a specific sum—namely, the expenditure of $23 
million—while the Iranian commitment was left vague and undeter- 
mined. 





Exnanded scope of United States responsibilities 
Not only the size but the character as well of United States technical 


assistance underwent a change at this point. Under the expanded 
program the United States expenditures were not to be limited to 
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supplying the foreign exchange for such undertakings. In addition, 
rial-generating projects were also to be financed by United States 
dollars. ‘These projects consisted in the purchase with United States 
dollars of commodities which could be sold on the Iranian market 
for rials, the unit of the Iranian currency. The proceeds realized 
from these sales were then used to defray local costs of programs 
carried out under the technical assistance label. The effect of this 
kind of arrangement which was comparable to counterpart trans- 
actions normally associated with economic aid rather than technical 
assistance is that United States dollars paid not only the foreign 
exchange costs but the local costs of the technical assistance pro- 
gram. So far as ultimate significance is concerned, this meant that 
these technical assistance funds were actually being used to carry 
out an economic development program (which will be described 
later) under the technical assistance label. 

Under the exchange of notes of January 19, 1952, the matching 
contribution of the Iranian Government for the $23 million of United 
States funds was expressed in the following provision: 


The Government of Iran will, as its fair share of the 
cost of such programs, contribute such facilities, funds, and 
services in Iran as it determines that it can make available 
for such purposes. 


The use of dollars to buy local currency to support the programs 
was foreshadowed in the following provision : 


The two Governments realize that the operating agencies 
through which the technical cooperation program under- 
taken pursuant hereto is executed will be required to convert 
a portion of the dollars contributed by the Government of 
the United States into rials. 


The rial-generating aspects of the program were further emphasized 
by an express stipulation that— 


To the extent that goods, materials, and equipment are re- 
ceived under this program by the Government of Iran for 
sale within Iran, the Government of Iran shall deposit to the 
credit of the Government of the United States of America 
the local currency accruing to the Government of Iran from 
the sale thereof, unless otherwise agreed to between the Tech- 
nical Cooperation Administration director in Iran and the 
appropriate representative of the Government of Iran, into 
a local currency account to be established by the Govern- 
ment of the United States of America m a bank in Iran. 
Such account shall be utilized in support of the technical co- 
operation program. 

All of these provisions, including the naming of a specific amount 
of United States dollars, stand in interesting contrast to the original 
point 4 program agreement of 1950. In that agreement the only 
specific provision for funds was to pay the operating expenses of the 
Joint Commission established to supervise the program, and the 
amount was set at a modest $80,000 annually. The point in the 
contrast is that it clearly indicates that the original program of tech- 
nical cooperation was intended to be just that—a program of trans- 
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mitting know-how—and consequently no important amounts of cash 
were involved. The expanded program, however, clearly envisaged 
from the start that complicated monetary transactions would be in- 
volved and provisions for just how dollars would be converted into 
local currency and what would be done with the local currency ob- 
tained from the sale of goods, material, and equipment, were an in- 
tegral part of the basic agreement. 


Iranian response to the program 


While it is entirely understandable that, due to the state of Iranian 
finances at this time, the naming of a specific figure as an Iranian cash 
contribution to the program might have been out of the question in 
the spring of 1952, the fact that a United States commitment in a 
specified amount was made had some significant repercussions. Faced 
with serious shortages in foreign exchange earnings and with a number 
of government activities, including those of the Plan Organization, de- 
pendent upon foreign exchange, one of the results of this process was to 
cause the Iranians to regard this agreement not as a technical assistance 
program but as a new source from which foreign exchange could be 
obtained. The burden was then placed upon the United States per- 
sonnel to show cause why financing the completion of a cotton mill, 
a cement plant, or some other Government undertaking which had 
been halted for lack of funds was not a suitable employment for 
United States technical assistance dollars. What was called “host 
country participation” consisted of the investment already made by 
Iran in these activities which had been suspended prior to United 
States entry on the scene. 

The subcommittee was told by the representatives of the United 
States operations mission that one of the most difficult tasks they had 
in this period was educating the Iranian Government officials to the 
essential meaning of technical assistance. The subcommittee notes, 
however, that not too much success followed upon this effort. For 
the fact of the matter is that much of United States technical assist- 
ance funds were channeled into precisely the kinds of undertakings 
which had been halted due to lack of foreign exchange. Even past 
due obligations incurred prior to the beginning of the program by 
some of the Iranian Government’s industrial enterprises were li- 
quidated by United States technical assistance dollars. During this 
yeriod the record would seem to indicate that it was not United States 
snow-how but United States dollars in which Iran was chiefly inter- 
ested. 


Role of United States technical assistance funds 


In essence, the chief function served by the expanded technical 
assistance program was to help keep the country going during a period 
of insolvency brought about by the nationalization of the oil industry. 
United States funds cushioned the effect on Iran of Iran’s own preci- 
pitate action in taking over the oil industry. As presented to the 
subcommittee, the reason that United States officials felt this process 
was justified was that the disruption of the economy caused by the oil 
nationalization had led to considerable political unrest and the United 
States feared Communist capture of the Government. This, together 
with the belief that a settlement of the dispute would be speedily 
reached, justified—in the minds of United States oflicials—some 
elasticity of the concept of technical assistance. 
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How well founded the fear of Communist capture of the central 
government Was cannot, of course, be determined. As a matter of 
historical fact, the settlement which at the time was predicted to be 
only a matter of months was not achieved until nearly 3 years after 
United States dollars began to be poured into Iran. 


The need for prudent United States management 


Leaving aside the question of whether such use of United States 
funds was justified, the amount of $23 million deserves some comment, 
While this sum—considered from the standpoint of the United States 
economy—is not large, it represents relatively a huge outlay in a 
country like Iran. One index of its magnitude may be seen in the fact 
that in terms of Iran’s productivity it would be comparable to an in- 
fusion of about $8 billion a year into the United States economy of 
today. Finding useful ways to inject such sums into an economy 
without gross w vaste is an enormous task even under favorable condi- 
tions, and the undeveloped state of Iran’s economy meant that con- 
ditions for employment of such sums were not favorable. 

Under such «ircumstances, it is clear that a heavy burden of re- 
sponsibility was placed on the administrators of the program to exer- 
cise prudent management over the sums entrusted to them. Clear, too, 
is the fact that a high degree of cooperation on the part of the "host 
government would be simil: rly necessary if the avowed purposes of 
the program were to be accomplished. 

Nor was this burden limited to 1952, since, in the course of the en- 
suing years through 1956, United States funds for technical assistance 
alone continned to be supplied as shown in the following schedule: 
Fiscal year: 


Den 9p cn ientgien a en hon a cette ateeas ene tate tie antennal eee $23, 482, 488 
Sete enn cnenm mies sprmenclposivan eoeieen tian eee ana eae 22, 088, 219 
1954__ pee ood ee Su a ee SaSUS Ii 23, 717, 944 
10GB onions la ei dutieonogosat be ee 22, 693, 332 
ORs enipapeietpreercie ep bennasttic gains iatetesende Diels sith ties aaa 13, 000, 000 


PROGRAM. MANAGEMENT 


When the allocation to Iran was made in November 1952, the 
agency's first step was to recruit a country director, Mr. William E. 
Warne, from the Department of Interior, brief him for 10 days, and 
send him to Iran to administer the $23,450,000. TCA had substan- 
tially no plans for utilizing the money and no organization in Iran to 
manage it. An illustration of the complete lack of operating and pro- 
graming plans is to be found in the testimony of Mr. Warne relating 
to his Washington briefing. The kind of program desired by the 
agency was described to him in the broadest of terms. One United 
States official, he said, urged the drilling of 500 deep wells; another 
suggested industrial programs; and Dr, Bennett, then the Administra- 
tor of TCA, wanted special attention paid to the Karadj Agricultural 
College. Dr. Mossadegh, the Iranian Prime Minister, w ho was visit- 
ing Washington at the time and on whom Mr. Warne called before 
leaving for Iran, wanted the money used to build the Karadj Dam, a 
multimillion dollar capital improvement project. 

Broad authority was vested by Washington in the mission in Iran 
in an effort to speed up development of the enlarged fiscal year 1952 
program. In delegating authority to the mission it appears, however, 
that the scope of the delegation was not clearly defined, principally 
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because no overall plan for the program had been developed in Wash- 
ington. Neither had TCA in Washington developed procedural guide- 
lines for the mission so that it fell to the mission director to develop 
such procedures as, in his view, became necessary. 

When Mr. Warne arrived in Iran, he found little vr no provision 
for administrative and operating personnel to develop the manifold 
activities outlined in Washington. Actually, upon his arrival he 
found only a fragmentary staff of about 40 people—most of them 
technicians—comprising the mission organization that had been geared 
to the modest 2 million-dollar technical cooperation program of fiscal 
year 1951. There was no legal officer, no controller, and no program 
officer. For administrative support the mission was dependent upon 
the facilities of the American Embassy in Teheran although the Em- 
bassy was not equipped, organizationally, to support a program of the 
magnitude of the one planned in Iran. The urging of the Director 
for a separate staff to meet the needs of his program were met by 
delays and indecisions in the agency’s Washington office so that the 
mission’s program requirements continued to outrun its personnel 
and management capacities. 

In February 1952, Mr. Warne was supplied with a minimum staff 
including a legal counsel, Clark Gregory; a controller, Douglas 
Reeves; and a program director, Ralph Workinger. Working with 
this staff, Mr. Warne initiated functional programs in health, educa- 
tion, agriculture, and industry. Washington’s subsequent approval 
was taken by Mr. Warne as assurance that the programs and projects 
met all United States legal and other requirements. On the record, 
however, scant attention seems to have been paid to the requirements 
of aceraniability and control over programs and project funds. 

In his documented testimony, Mr. Reeves, mission controller in 
fran from February to October 1952, reviewed what appears to have 
been his one-man stand for accountability and control of funds in a 
mission whose staff was more interested in flexibility of operations. 

Although in the end the effort. cost him his position, Mr. Reeves was 
successful in alerting TCA in Washington to what he felt strongly 
were significant deviations from est: ablished procedures for account- 
ability : and control of United States Government funds allocated to the 
program in Iran. 

In meeting his responsibilities for the accounting for $23 million 
programs for the fiscal years of 1952 and 1953, Mr. Reeves was ex- 
periencing difficulties both at the mission and Washington levels. 
His inability to prevail upon the mission’s program staff to include 
specific accountability provisions in project agreements gave him no 
basis for requiring Iranian agencies to account for the local currencies 
allocated to them by the United States. From the TCA Controller’s 
Office in Washington he received no instructions, policies, or pro- 
cedures. A most pressing problem was the failure of TCA/W to in- 
form the mission as to the status of the Iran allocations, and since 
the fiscal year 1952 allotment was split between Washington and the 
Mission, the lags in advices from Washington as to the procurement 
expenditures and fund balances meant that the mission controller 
had no dependable knowledge as to the status of the Iran program. 
Complicating the problem was the fact that his staff consisted of one 
Iranian accountant and he was unable to obtain the additional per- 
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sonnel he needed to conduct audits, make reports, and end-use checks 
of the funds allotted to Iranium agencies. 

In September 1952, Mr. Reeves, by agreement with the mission 
director, went to Washington for consultation, principally to work out 
improvements and coordination in the statistical and fiscal reporting 
between Washington and the mission, and to exchange information on 
procedures and policies. In Washington, after discussions with vari- 
ous staff members, Mr. Reeves was directed by Cedric Seager, then 
TCA desk officer and now ICA regional director of the Near East, 
South Asia, and African Operations, to reduce the substance of his 
discussions to writing. Mr. Reeves did so and on September 15, 1952, 
submitted a memorandum to Mr. Seager setting forth a recital of facts 
relating to the first grant payment made by the United States to agen- 
cies of the Iranian Government; his prt Bor based on such facts ; 
and his recommendations to meet current or developing problems in 
Tran. 

In general, the memorandum set forth problems relating to the ac- 
countability aspects of local currency grants that had been made di- 
rectly to Iranian agencies. As stated by Mr. Reeves, a common prac- 
tice with all the Iranian agencies or ministries receiving grant funds 
was to pay out most of the money they received as advances to head- 
quarters officials, procurement officers, vendors, or regional officers. 
Such accounting as was received was described as a mere designation 
of the individuals or officers to whom such disbursements had been 
made by the Iranian ministers. Even when the mission insisted upon 
detailed accountability, vouchers were received by the controller for 
only a small proportion of the funds advanced, and approximately 80 
vercent of the grant in question had been listed under a miscellaneous 
Looting: The Iranian agencies, moreover, it was stated, did not 
establish or maintain property 1 records for the unexpendable property 
and equipment purchases made with technical cooperation funds, and 
substantial purchases were made without obtaining competitive bids 
and without any reference to prices at which the same or similar 
articles could be purchased in the United States, or even by the mission 
procurement office in Teheran. Further, Mr. Reeves said that these 
practices, he believed, had been encouraged by an attitude prevalent 
among some of the key personnel at the mission who held that funds 
granted by the mission to an Iranian agency were not subject to fiscal 
regulations of either the Iranian or the United States Government. 
This concept, the memorandum indicated, found support with those 
mission officials who wanted maximum flexibility in adjusting pro- 
gram work from time to time without the problem of revising docu- 
ments. Mr. Reeves went on to relate that hie proposals to eliminate 
these problems by providing for the necessary controls in the project 
agreements under which local currencies were granted to Iranian 
agencies were received unenthusiastically by the mission staff. His 
proposals, such as one to have project agreements include an unmis- 

takable commitment that the grantees would furnish such accounting 
and reports on the use of the funds as might be prescribed by the mis- 
sion director, were considered too restrictive. Mr. Reeves stated that 
while Mission Director Warne had announced several times that all 
financial matters were to have been cleared through the Controller’s 
office prior to their submission to him for signature he had repeatedly 








18 UNITED STATES AID OPERATIONS IN IRAN 


received projects only after they had been drafted, executed, and signed 
by the mission director and the Iranian Minister. 

Almost none of the projects that involved local currency grants to 
Tranian agencies, Mr. Reeves wrote, included a detailed budget spelling 
out the proposed use of the funds granted. Projects generally, he as- 
serted, were written and approved with ever-increasingly general 
terms, and the mission program officer in Iran had consistently argued 
that end-use checks by the mission were not to be made on funds that 
had been granted to Iranian Government agencies. In many instances, 
he said, grant funds had been used for purposes not even included in 
the general terms set forth in the project agreement, and in some cases 
these diversions had been approved either verbally or by letter by 
point 4 technicians. Local procurement and equipment maintenance 
which were to have been performed by the point 4 procurement staff 
had been turned over to an Iranian ministry a simple memorandum 
altering the terms of the project to prov ide that the amount involved 
would be granted to the ministry for that purpose, thereby reducing 
mission participation. 

As listed in the memorandum, funds granted to Iranian agencies 
were used for direct labor costs on projects; supplemental salaries tu 
Iranian Government civil servants over and above their regular Gov- 
ernment salaries; per diem payments to Iranian Government civil 
servants when they were away from their offices in connection with 
point 4 work; traveling expenses of Iranian Government officials at- 
tending point 4 conferences; construction and equipping of labora- 
tories and research facilities; purchase of motor vehicles, machinery, 
and technical office equipment and supplies; repair and maintenance of 
Iranian Government motor vehicles and other equipment; and lump- 
sum payments on existing Iranian Government contracts. 

In his conclusions, Mr. Reeves wrote that within existing staffing 
limitations the only means by which a program the size of the Iran 
program could be carried out without violating United States Gov- 
ernment rules and regulations was through outright grants in local 
currency to Iranian agencies. Existing practices in “the planning, 
approving, using, and ac wang for such currency grants in Iran 
unquestionably, he believed, were far short of both General Ace ‘ounting 
Office standards and the minimum requirements of sound financial 
management practices. 

Mr. Reeves’ recommendations to meet some of the current problems 
included suggestions to reexamine the existing form and terminology 
of project agreements and to see that they provided for financial 
accountability of the recipient government to TCA; to include a 
specific and detailed statement of the purposes for which the funds 
so granted may be used ; to effect local procurement in accordance witn 
approved procurement procedures instead of grants to the ministries 
for this purpose; to review the intended and actual uses made of grant 
funds and issue necessary policy statements to the mission clearly 
defining those purposes for which lump-sum payments may be made 
as grants; to provide the mission controller with an internal audit 
staff to conduct test checks and end-use investigations to assure proper 
use of all point 4 funds and property; and to develop a clear line of 
responsibility and operating relationship between the mission con- 
troller and the TCA/W controller and fiscal officer. 
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Within 3 days of the submission of this memorandum to Mr. Seager, 
a letter was sent by Mr. E. R. Fryer, the regional director of TCA/W, 
to Mr. Warne directing him to develop certain procedures at the mis- 
sion level to assure, among other things, that funds made available 
to the program were used for purposes for which they were appro- 
priated and that adequate provisions were made for full accountabil- 
ity. Although Mr. Fryer’s letter did not disclose to Mr. Warne that 
Mr. Reeves’ memorandum was the basis for his concern, the instruc- 
tions to Mr. Warne amounted to a directive to the mission to develop 
procedures adequate to overcome the kinds of deficiencies listed b 
Mr. Reeves in the memorandum. Pending the development of sue 
procedures, Mr. Fryer’s letter suggested that no further large grants 
be disbursed by Iranian agencies. Instead, it was suggested that the 
funds be disbursed directly to suppliers through contracts which could 
be made available through the facilities of the mission organization. 

Mr. Warne responded to Mr. Fryer’s letter on October 15 and 29, 
1952, and substantially agreed to the reforms requested by Mr. Fryer. 
In so doing, Mr. Warne pointed out that administrative support “was 
not sufficient by half to meet the exacting requirements of meticulous 
control” and suggested Iranian operations had expanded beyond the 
capacity of the administrative personnel. Nevertheless, his agree- 
ment to conform to suggestions for tightening controls appears to 
substantially confirm the statements made by Mr. Reeves in 
Washington. 

For a reason the subcommittee is at a loss to understand, Mr. Seager, 
during a visit to Iran, on October 10, 1952, supplied Mr. Warne with 
a copy of the Reeves memorandum, thereby making it obvious to 
Mr. Warne that Mr. Fryer’s letter had been based on information 
received from Mr. Reeves. In the light of Mr. Warne’s reaction to 
this knowledge, it appears to the subcommittee that while Mr. Warne 
was quite amenable to a critique of his program by his regional direc- 
tor, the same observations by his own controller were not so well 
received. Mr. Warne immediately, on October 11, 1952, directed Mr. 
Reeves to substantiate in detail and in writing what he referred to as 
“allegations” in the memorandum, together with substantiation for 
any other “allegations” Mr. Reeves had made while he was in Wash- 
ington that had not been included in his memorandum. Mr. Reeves 
complied with this request on October 28, 1952, in a 35-page document 
with attachments. This report was characterized by Mr. Warne in 
his transmittal of it to Mr. Fryer as “containing some pertinent 
information but which contained, in a large part, baseless recrimina- 
tions against other devoted, hard-working staff members.” Never- 
theless, it appears to the subcommittee that Mr. Reeves’ substantiation 
was adequate. In this connection, it is significant that Mr. Warne 
concluded his review of Mr. Reeves’ submission with the statement 
that his (Warne’s) only objection to the conclusions and recommenda- 
tions made by Reeves was that they had been submitted to Washington 
rather than himself. However, Mr. Warne chose to interpret the 
substance of Reeves’ representations to Washington as evidence of 
Mr. Reeves’ ineffectiveness in the discharge of his duties and in his 
relationship to his fellow officers, and for these stated reasons he re- 
lieved Mr. Reeves of his position as controller and appointed him mis- 
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sion financial adviser. In his testimony before the subcommittee, Mr. 
Seager admitted that although he was on the scene at the time, he 
made only a cursory investigation of the substance of Mr. Reeves 
observations. Nevertheless, he concurred in the removal of Mr. Reeves 
as mission controller. His principal reason, he told the subcommittee, 
was that in the position of controller Mr. Reeves was an “inharmonious 
element” in the mission staff. 

The Reeves matter was later brought up at the TCA regional con- 
ference in Rome in November 1952. The judgment of the regional 
group on the affair was summarized for the subcommittee by Mr. C lark 
Gregory, then legal counsel and now director of the Iran mission, in 
these words: 


The conclusion was to the effect that Warne was an excel- 
lent director; that obviously Reeves was a poor controller; 
that if either Mr. Warne or Mr. Reeves should be fired that 
it wasn’t going to be Mr. Warne. 


To support his contention that his written approval had not always 

been obtained before project agreements were executed, Mr. Reeves 
said he had made a search of the “surnamed project approvals” file. 
In this file, he said, he had found that his surname signature had been 
affixed in handwriting other than his own on copies of six project 
agreements. He told the subcommittee that when he had reported 
this finding to Mr. Warne at a mission staff meeting, Ralph Work- 
inger, program director, who was also present, had accused him of at 
least making an untrue statement. Mr. Seager stated that he had 
made a determination that Mr. Reeves’ statement was not true, and 
that this determination was one of the factors which led to his conclu- 
sion that Mr. Reeves was not a harmonious element in the mission staff. 
This conclusion was the basis, according to Mr. Seager, for his acqui- 
escence in the mission director’s removal of Mr. Reeves from his 
position. 

Mr. Workinger, testifying before the subcommittee on December 
14, 1956, admitted that in May and June 1952 he had in his own hand- 
writing affixed Mr. Reeves’ surname to copies of the six project agree- 
ments that had been identified by Mr. Reeves as having Reeves’ sur- 
name written thereon in handwriting other than his own. In so 
testifying Mr. Workinger insisted that he had affixed Mr. Reeves’ 
surname only in cases where Mr. Reeves had indicated his approval 
on another identical copy of the agreement. 

At the request of the subcommittee, a search of the mission files 
was made for other identical copies of these documents bearing evi- 
dence of Mr. Reeves’ approval. Although a number of documents 
bearing Mr. Reeves’ initials or signature were produced, the subcom- 
mittee was informed by the IC A. Deputy Director for Congressional 
Relations, Guilford Jameson, that none of the six documents referred 
to by Mr. Workinger could be found. 

In testimony concerning the general process of clearing of docu- 
ments in the mission Mr. Wor kinger admitted that in April and May 
of 1952 he had consistently refused the request of Mr. Reeves to clear 
an entire series of interim or subproject agreements. 

These incidents regarding project agreement clearances obviously 
were an outgrowth of differences of opinion between Mr. Workinger 
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and Mr. Reeves over the proper exercise of controllership functions. 
To the extent that Mr. Wor hinges yas involved in the clearance of 
project agreements without the approval of the controller, he as- 
sumes full responsibility for those ineffective controllership functions 
that are rooted in the absence of safeguards in such agreements. 

Without pursuing further the details of the Reeves. documentation 
or the subsequent rebuttal in whose preparation the entire mission 
staff was engaged and which Mr. Warne referred to as his ° ‘investiga- 
tion” of the Reeves matter, it is obvious to the subeommittee that until 
October 1952, the mission’s disposition of the funds allocated to Iran 
outraged the controller’s concept of accountability for the spending 
of public moneys. It also appears to the subcommittee that the 
mission director made little or no use of controllership functions as 
tools of good management, with the result that in actual practice the 
functional role of the controller was reduced to bookkeeping opera- 
tions. The subcommittee finds little to recommend in the agency’s 
conduct of the Reeves matter, either at the mission or the Washington 
level, and believes that the example set forth offers little inducement 
to other employees seriously to concern themselves with efficient and 
economical Government operation. 

After disposing of Mr. Reeves as controller, Mr. Warne vested the 
functions and responsibilities of that office in what he called a “con- 
troller’s committee.” This was comprised of Mr. Harold Larsen, rural 
credit adviser of the mission, who served as chairman; Mr. Ralph 
Workinger, tle program review oflicer; and Mr. Reeves, who continued 
to perform the operational functions of his former office. Under this 
arrangement all matters of policy and all decisions rested exclusively 
with Mr. Larsen. This committee served until Mr. Charles White was 
sent out to Iran to become controller on April 26, 1953. 

Meanwhile, Mr. Warne was pressing Washington for an audit of 
the mission accounts and a team of auditors, headed by Mr. John E. 
DeWilde, then chief of the budget and management staff of the NEA 
area of the Department of State, arrived in Iran for that purpose on 
February 4, 1955. On February 14, 1953, Mr. DeWilde submitted his 
audit report. This report gave additional evidence of the poor fiscal 
mi: nageme nt of the funds allocated to the Iran program in fiscal years 
1952 and 19 The report found, for example, that there was no com- 
plete, sheet ated financial accountability and control system and, 
therefore, no adequate combined financial statements were available 
to the director of the mission or to Washington to permit adequate 
budgetary planning and financial control of operations. Another find- 
ing was that there were no rigid controls over operating cash funds 
allocated to the regional offices within the mission so that commitments 
frequently exceeded authorized funds. The auditors also reported that 

cash was held in the custody of unbonded officers, that vouchers were 
paid without evidence of receipted goods and services, that vouchers 
were certified by local personnel not authorized to act as certifying 
officers, and that funds were disbursed on the signature of a local 
employee rather than the designated Iranian official. 

To this additional evidence, that his organization was not meeting 
financial management standards, Mr. Warne responded in a letter to 
TCA Administrator Stanley Andrews on February 21, 1953. The 
letter included the general comment that the auditor’s report w 
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“hasty, harsh, and inaccurate in its major findings and particulars.” 

Fiscal management of the mission in the ensuing months appar- 
ently showed little improvement. In May 1953, Mr. White, the new 
mission controller, arrived in Iran together with Robert L. Whitaker, 
who, as budget and fiscal officer of the Embassy, had as his principal 
assignment ‘the reconciliation of the fiscal records of the point 4 
mission. Before leaving Iran, Mr. DeWilde had installed a new 
accounting system designed to correct the deficiencies as set forth in 
his audit report. One of the first observations of Mr. Whitaker, 
when he assumed his new post, was that Mr. Larsen, the chairman 
of the mission’s controller committee, together with Mr. Frank Fin- 
nell, an Embassy fiscal officer, had disregarded Mr. DeWilde’s instruc- 
tions and installed a system of theirown. This system, Mr. Whitaker 
found, had to be discarded and the accounts reestablished on the basis 
of the procedure recommended by Mr. DeWilde. For his part, the 
new controller, Mr. White, after 3 months in office filed a report with 
Mr. Warne on July 18, 1953, recommending that an audit be conducted 
of the mission accounts by a professional firm. In his evaluation of 
the situation Mr. White observed that no overall financial report of 
any reasonable accuracy had been issued from the mission within the 
past year; that the new accounting system was not in operation; that 
program and project agreements, which are the basis of TCA opera- 
tions, had not been obligated on the books even though they involved 
the United States in millions of dollars of commitments; that many 
other commitments had been made without obligations entered on 
the books until after they were paid; that the books and statements 
included numerous mistakes, large and small in theory as well as in 
fact; and that nearly one- third of the total expenditures of the 
mission for fiscal year 1953 had been charged to one account, “pro- 
gram direction,” without any breakdown. The situation, Mr. White 
concluded, added up to serious confusion in the accounts. In the judg- 
ment of the subcommittee it is significant that one of the principal 
causes of the confusion, according to Mr. White, was the same one ad- 
vanced by his predecessor, Mr. Reeves; that is, the failure of TCA 
to attach sufficient importance to financial and fiseal functions. 

The subcommittee notes that Mr. Warne was repeatedly apprised 
of the deficiencies that existed in the mission’s fiscal affairs. To the 
extent that these deficiencies continued to exist, Mr. Warne was re- 
sponsible. As far as Mr. Seager is concerned, the subcommittee 
believes that his failure to make more than a cursory investigation 
when he was officially informed of the existing conditions in the mis- 
sion was inexcusable. 

These administrative deficiencies in fiscal years 1952 and 1953 pro- 
grams in Iran were substantially set forth in the findings of a GAO 
audit made in 1955, and they were not denied by the ‘present ICA 
Director, Mr. John B. Hollister, in his acknowledgment on May 19, 
1956, of the GAO report. The conditions that permitted these defi- 
ciencies to exist have been reported eliminated, and the obligational 
status of the nearly $50 million allocated to the Iranian program in 
fiscal years 1952 and 1953 was reported as finally determined as of 
June 30, 1955. 

In view of the record of fiscal confusion, the subcommittee recog- 
nizes that the final balancing of the 1952-53 allocations, even belatedly, 
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was a considerable effort and achievement. However, such a bal- 
ancing of the books years after the expenditures have been made is 
chiefly of historical value. It is no substitute for firm day-to-day 
fiscal management, and to the extent that this was lacking there will 
remain a question as to whether the nearly $50 million allocated to 
Iran in the fiscal years 1952-53 was spent either economically or 
efficiently. Moreover, whether substantial sums were dissipated 
through carelessness or dishonesty can never be established. 


EMBASSY ADMINISTRATIVE SUPPORT 


A policy agreement in December 1951, between the Department of 
State and the Technical Cooperation Administration, provided that 
the administrative services section of the United States Embassy in 
Teheran would supply, on a reimbursement basis, the administrative 
support requirements of the expanded aid program, thereby reliev- 
ing the mission of “housekeeping” functions, such as security, budget, 
fiscal, procurement, property management, transportation, and com- 
munications. 

One major result of this agreement was that it placed the responsi- 
bility for procurement, management, and transport of an eventual $25 
million worth of property requisitioned by the mission in fiscal years 
1952 and 1953 upon a small administrative section of a small embassy. 
The administrative section at the time consisted of five Americans and 
a handful of local Lranian nationals. In more normal times this 
force was the minimum that the Department considered was re- 
quired to perform the customary administrative functions for the 
operation of the Embassy. Without substantially adding personnel 
strength the Department committed this administrative section to 
additional management responsibilities in connection with the ex- 
panded aid program. The resulting overload on the Embassy’s facil- 
ities appears to have contributed materially to the confused adminis- 
trative and fiscal management of the 1952 and 1953 fiscal years’ pro- 
grams. Even when the glut of supplies and equipment that came 
pouring into Iran during these years overwhelmed the Embassy ad- 
ministrative organization, the Department rejected the possibility of 
slowing down the aid program until an adequate administrative or- 
ganization could be built up. 

The Department’s reason was that it feared that anti-American 
propaganda would capitalize on any slowing down of the aid program 
and raise doubts about the sincerity of American promises. To avoid 
such a possibility the Department was apparently willing to accept 
the inevitable losses due to inefficiency and waste. 

Whether this decision foiled Communist propaganda against the 
program could not be determined, but neither could the subcommittee 
measure the resulting waste of the aid dollars allocated to Iran in 
these years. 

In May 1955 an attempt was made to organize a joint administrative 
service to improve the situation. To organize this group Randolph 
Dickins, Jr., was assigned to the Embassy in Teheran. At the termi- 
nation of this assignment he wrote a final report to Ambassador Hen- 
derson which included a description of the situation existing at the 
time of his arrival. Administrative relations between the Embassy 
and point 4 were quite strained, he wrote, and there was “a marked 








24 UNITED STATES AID OPERATIONS IN IRAN 


lack of enthusiasm by the Embassy administration and that of point 
4 to cooperate and coordinate a unified administrative support pro- 
gram.” He observed that the point 4 Director was disheartened be- 
cause of the lack of support that the Embassy and the Department 
of State had been giving to his operations in Iran; on the other hand, 
the Embassy administration believed that the point 4 administration 
was not following standard procedure and, therefore, the Embassy 
would prefer to relinquish all responsibility for administrative sup- 
port of the point 4 program rather than be involved in what seemed 
certain to be a future embarrassing situation. On the basis of his 
survey, Mr. Dickins observed that no budget existed for operations 
either within the mission in Teheran or in the mission’s provincial 
offices and that there were no adequate reviews of propane expendi- 
tures before they were made. There existed no procedures for pro- 
curement or acquisition of property, property management, and so 
forth, and controls over local expenditures in Teheran were few. 

He observed further that neither point 4 nor the Embassy main- 
tained TCA property inventories. He found little or no documen- 
tation of program equipment that had been transferred or given to 
agencies of the Iranian Government, and to illustrate this Mr. Dickins 
wrote that estimates submitted to him as to the number of vehicles 
in the point 4 program ranged from 325 to 700 and that it took him 
many months before he was able to establish the number of vehicles 
on hand and to get receipts for those that had been destroyed, lost, 
or transferred to Iranian Government agencies. As a result of lack 
of controls over the issue of expendable office supplies, Mr. Dickins 
wrote that instances were found where expensive office equipment 
was being replaced as many as 5 or 6 times a year. 

Mr. Dickins’ inspection of warehousing compounds in the provin- 
cial offices revealed large stocks of unused equipment and materials. 
In this connection reference is made to the General Accounting Office 
finding that as of June 1955 substantial quantities of farm equipment 
and machinery were found in various field locations not suitable for 
their use. Property records, said the GAO, were not sufficiently ade- 
quate to permit the necessary management decisions for appropriate 
disposition of the idle equipment. 

Further, Mr. Dickins noted, losses by theft or damage to equipment 
were due to the failure of point 4 and the Embassy to have personnel 
assigned to the Persian Gulf ports where incoming commodities and 
materials were received. 

Mr. Dickins proceeded to build an organization to overcome the 
confusion he observed upon his arrival, and he worked out an agree- 
ment with the mission Director to solve the problem within 90 days 
and develop a joint services organization on condition that the mission 
Director provide him with sufficient American personnel from the 
point 4 program to augment the Embassy administrative organiza- 
tion. The joint administrative organization envisaged by Mr. Dick- 
ins, however, never did fully develop. Mr. Dickins attributes this 
failure to the withdrawal by Mr. Warne of mission support and 
personnel. 

Mr. Warne admits that he withdrew the mission personnel he had 
detailed to the Joint Administrative Services. He explained, how- 
ever, that such personnel largely were program technicians which he 
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badly needed to meet the responsibilities of his program operation. 
He contended that the mission, under the Joint Administrative Serv- 
ices agreement, was reimbursing the State Department for admin- 
istrative support and that the assignment of additional program per- 
sonnel for this purpose meant that his agency was paying twice for 
the same service. It is evident to the subcommittee that a basic factor 
underlying the breakdown of the administrative support aspect of 
the program was lack of competent personnel in adequate numerical 
strength. This fact raises the question as to the merits of the decision 
to operate an aid program with the full knowledge that it could not 
be administratively supported. 

In April 1954, when it became apparent that the Joint Administra- 
tive Services was incapable of meeting the requirements of the point 4 
program, the mission created, by agreement, the Master Joint Fund 
as an agency of the Government of Iran. This was an administra- 
tive device designed to support the program and project activities of 
the entire aid program. Under the management of 2 codirectors the 
Master Joint Fund maintained 2 support organizations, 1 for adminis- 
trative support such as personnel, procurement, and property manage- 
ment, and the other for financial support in the form of receiving and 
utilizing funds for approved programs. 

In July 1954 responsibility for substantially the entire multi-mil- 
lion-dollar inventory of property procured by the mission in behalf of 
the fiscal year 1952 and 1953 programs was turned over to the Master 
Joint Fund. The Joint Administrative Services under the supervi- 
sion of Mr. Dickins were abolished and the Embassy support of the 
technical cooperation program was reduced to administrative matters 
relating to the mission headquarters and personnel. However, for 
reasons not entirely resolved by the testimony, the Embassy continued 
to be responsible for receiving at the ports of entry all materials, 
supplies, and equipment purchased outside of Iran for the technical 
cooperation program and for transporting such items from the port 
of arrival at Khorramshahr to the point 4 compound in Teheran, 426 
miles inland. 

The handling of imports under the 1952 and 1953 programs appears 
to this subcommittee to be typical of the ineffectiveness of the admin- 
istrative support of that time. Once cargoes were off-loaded they 
were channeled through the antiquated and slow Iranian customs pro- 
cedure. Iranian customs issued no arrival certificates so that neither 
the Embassy nor the mission was apprised of the date of arrival of 
American goods. Bills of lading required to clear customs frequently 
were lost or arrived after the shipments, so that United States im- 
ported goods accumulated in vast quantities at the port. 

At least until September 1954 neither the Embassy nor the mission 
had developed any system to overcome these and other obstacles. 
Until that time, the entire problem of receiving and transporting 
imports was in the hands of a local contractor, the Irani Transporta- 
tion Co., to whom the Embassy turned over such bills of lading as had 
been received, together with declarations and clearance papers fre- 
quently signed in blank. It was up to the contractor to deliver im- 
ports to the mission compound in Teheran. The entire operation, as 
far as it could be determined by the subcommittee, was completed 
without a single American employee at the port of entry. 
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In September 1954, a new deputy administrative officer, Vernon M. 
Merrill, was assigned to the Teheran Embassy. He developed a new 
control system designed to correct the deficiencies he nad observed 
in his survey of the ‘procedures i in use for the receipt and transporta- 
tion of United States goods. He considered that the contract between 
the Joint Administrative Services and the Irani Tr unsportation Co. 
which was in effect at the time he took office was generally unsatis- 
factory. Bills of lading and declarations which had been signed in 
blank were turned over to the proprietor of the company, a Morris 
Nathan, an Iraqi national, with apparently no effective ictoudp by 
the Embassy or the mission to insure prompt handling. According 
to Mr. Merrill’s testimony, Nathan did not transport mission goods 
expeditiously. Since he was a subcontractor and owned no trucks, he 
rented none until the trucking rates were favorable on a constantly 
fluctuating market. F urther, Mr. Merrill testified, it was Nathan’s 
practice to hold up American loads until he could overload his trucks 
with a base payload of steel or other metal. 

The loss potential in the existing transportation arrangement was 
illustrated by Mr. Merrill in his testimony that through an anony- 
mous telephone call he located and recovered two Point 4 flat-bodied 
trucks in a garage where they had been stored for about a year. The 
trucks had been acquired by Nathan with a bill of lading, but Embassy 
and mission records were not sufficient to turn up the theft. Mr. Mer- 
rill canceled the contract with the Irani Transportation Co. as of 
December 31, 1954. More significant to the subcommittee than the 
conversion of these two trucks is the lack of controls in the organiza- 
tion that made it possible. 

Another incident testified to by Mr. Merrill indicative of the poor 
quality of administrative management was a search he made in the 
fall of 1954 in the port area of Khorramshahr with Mr. Abe S. Ash- 
canase, executive officer of the Master Jomt Fund. In the course of 
this search they came upon a quantity of 3,600 tires, unmarked and 
piled in the compound. Mr. Merrill said no shipping information 
was available to establish who owned them. At that time, tires for 
the mission’s fleet of jeeps were urgently needed. On discovering 
these 3,600 tires, Mr. Merrill and Mr. Ashcanase made inquiries to 
determine the owner of the —y He with a view to arranging for 
their purchase. The search established the mission as the owner and 
arrangements were made immediately for their transportation to 
Teheran. In a document submitted to the subcommittee, subsequent 
to the hearings, the mission in Teheran identified this shipment as 
including 3,604 tires procured at a cost of $69,267.28, including ship- 
ping costs. They were delivered in 4 shipments in the period from 
August 24 to September 6, 1954, and arrived in Teheran during the 
period from October 25 to December 4, 1954. The mission stated that 
the delay in shipping from the port to Teheran was due to insufficient 
documentation on the part of the shipper. It is noted that Mr. Ash- 
canase was the executive officer of the Master Joint Fund and as such 
was the custodian of all the equipment that had been turned over to 
the Joint Fund in June 1954, together with all records relating to such 
equipment. Since Mr. Ashcanase was reduced to a search of the port 
for the purpose of locating and purchasing any available tires he 
could find, the subeommittee concludes that the records of the Master 
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Joint Fund available to Mr. Ashcanase did not include a procurement 
record of these tire shipments. 

With the assistance of 1 American and 14 nationals, Mr. Merrill 
testified, it took him 6 months to clear the port of accumulated Ameri- 
can goods and to keep current shipping moving. 

Under the new system, Mr. Merrill said he had arranged with the 
Iranian customs to meet ships containing American goods as they came 
dockside. Arrangements also were made to clear goods immediately 
through customs with a provision to sign guaranties for goods taken 
out for which a bill of lodine had not been received. Such goods 
immediately thereupon were inventoried as they were placed on trucks 
bound for Teheran and, in cases where it was expedient, Mr. Merrill 
sent two local employees to accompany the trucks. At Teheran the 
truck contents were listed and checked against a copy of the inventory 
which had been made at the port. The installation of this system 
appears to have solved the difficulties of transporting American goods 
from the port of arrival to the compound, and it is noted that this was 
accomplished with a minimum of American personnel. 

Mr. Warne’s testimony indicated that administrative problems were 
solved after the establishment of the Master Joint Fund in April 1954. 
However, there is reason to doubt that this is the case. The GAO 
stated in its June 30, 1955, report that— 


the mission has shown full awareness of the need for further 
improvement in supply and property management, and if 
provided with adequate personnel expects to overcome the 
various deficiencies dating back to prior years. 


Actually, the Master Joint Fund began operations with fewer per- 
sonnel than the Joint Administrative Services organization. There- 
fore, at least to the extent that lack of personnel strength contributed 
to the ineffectiveness of the Joint Services, the Master Joint Fund was, 
and apparently still is, in no better position to function efficiently than 
its predecessor. 

A clear indication that major problems still remain is the fact that 
Mr. Warne’s successor, Mr. Gregory, found it necessary to initiate an 
“Operation Search” to take a comprehensive inventory of project 
equipment to serve as a basis for property control. This operation was 
initiated in July 1955. It was to have been completed by October 30, 
1955. The completion date was extended until February 1, 1956, and 
subsequently until July 31, 1956. As of December 1, 1956, it is still 
unfinished. 


HOST COUNTRY PARTICIPATION 


Based on information submitted to the subcommittee, it is prac- 
tically impossible to make a reliable determination of the extent to 
which the Iranian Government participated in the technical assistance 
phase of the aid program other than by a ready acceptance of United 
States funds, coupled with repeated expressions of hope that the 
United States would find it possible to do “something substantial.” 
That the Iranians made some contribution of their own resources 
would seem obvious, but the extent to which they did so is not reflected 
in any reliable way in information which has been presented to the 
subcommittee. There were repeated assertions on the part of wit: 
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nesses that large contributions were made and there were documents 
submitted which indicated that Iran had contributed about $16 million 
in 1953 and would contribute another $18 million in 1954. Moreover, 
material prepared for congressional presentation forecast Iranian con- 
tributions for fiscal year 1955 at $21 million. The major weakness of 
these figures was that the basis for arriving at them was never estab- 
lished, nor could the subcommittee’s painstaking search of the records 
disclose on what, besides guesswork, they were based. Of all the 
figures presented, the most reliable appear to have been in a report by 
the mission dated January 31, 1954, covering cash contributions made 
by the Government of Iran to joint funds. This showed that during 
the first 3 years of the program, the total the Iranian Government had 
contributed was slightly more than $1 million, which represented one- 
half the amount it had promised to pay. 

<ven this information is clouded by the fact that the team of Wash- 
ington auditors who visited Iran in February 1953 found that Iranian 
contributions, according to available records, were limited to about 
$170,000 at that date. In addition, the Embassy’s budget and fiscal 
officer, who, from the period of May to November 1953, had the re- 
enn for recording Iranian contributions, testified that during 
this period there were none to record. 

Typical of the difficulty presented by agency records in analyzing 
the status of Iran contributions was a later report made by the United 
States Mission Director to the Joint Commission, dated March 6, 1955. 
This document indicated that the Government of Iran’s “commitment” 
to all joint funds at the time totaled $3.8 million as against a United 
States commitment of $45.5 million. Unfortunately, it gave no indi- 
cation whether any or all of this commitment was actually met. 

In addition to cash payments made to joint funds, there were also 
reported sizable eoitributivns “in kind” made by the Iranian Govern- 
ment to these programs and projects. As is the case in most compu- 
tations for payments or contributions in kind, these amounts were 
arrived at by estimating the value of land, materials, and services con- 
nected with the carrying out of the program for which the United 
States did not pay. The subcommittee found no way of determining 
the validity of such estimates. Nor could the former mission director, 
under whose direction one elaborate tabulation was prepared, shed 
much light on the process. 

Question. How are these figures arrived at for host coun- 
try contributions, this one [in education] in particular as an 
example, Mr. Warne? 

Mr. Warne. Well, I assume—again, I am testifying to 
something that I didn’t do myself; I assume that the edu- 
cation division, which had detailed knowledge of all of the 
projects that had been undertaken under our education proj- 
ect agreements went over the list with the end-use investi- 
gators who, in turn, examined at least a sampling of the sites. 

Question. These represent the best estimates they could 
arrive at as to the value of these contributions? 

Mr. Warne. Oh, yes. 


The value of such a process appears to be in doubt, especially in 
view of the fact that although the figures under discussion were com- 


piled in 1954 it was not until January 1956 that the mission had even 
one end-use investigator on its staff. 


i i i, 
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The General Accounting Office, in making its audit of the program, 
found it possible only to list Iranian contributions as supplied to it 
by the mission, but could make no determination as to whether the 
figures were at all related to the actual situation. 

This uncertainty surrounding Iranian contributions is not par- 
ticularly surprising since, as has been pointed out in an earlier section 
of this report, even now 4 years after the program got underway no 
one, including the mission director, can be quite certain of just where 
all United States funds have gone. 

It might be noted in passing, however, that information compiled 
by the mission and used in congressional presentations in support of 
budget requests has consistently mentioned large sums being con- 
tributed by Iran without making it clear that the figures so presented 
are not established facts. 

Leaving aside such dubious collections of figures, other evidence 
indicates that Iranian contributions to the joint program have been 
small. The fact that the exchange of notes covering the initial 
$23 million grant to the Mossadegh government did not require any 
more specific undertaking on the part of the Iranian Government 
than acceptance of United States funds seems to have set the pattern 
for subsequent activities. 

It was explained to the subcommittee that no effort was made at 
the start of the program to get any greater participation from the 
Iranian Government, and that it was not until the summer of 1954— 
more than 2 years after the expanded program had started—that the 
first serious consideration was given by United States officials to the 
question of obtaining Iranian Government contributions. Such small 
sums as were put into the joint program in the early years, according 
to the testimony of the present mission director, Mr. Gregory, came 
from the Plan Organization, whose major projects were being sub- 
sidized by United States funds. 

The problem of determining t’ + extent of host government par- 
ticipation is not limited to the o..stion of how much of their own 
funds they actually put into th >rogram, but also extends to the 
question of what they did with money made available to them from 
United States funds. From the beginning of the expanded pro- 
gram in 1952, through 1955, nearly $30 million worth of local cur- 
rency, as shown in the following schedule, was bought with United 
States technical assistance dollars. A large proportion of these were 
disbursed to various ministries of the Iranian Government upon their 


representation that they were needed to cover local costs of the tech- 
nical assistance program. 


Technical assistance dollars spent to generate local currency, 1952-55 
Fiscal year: 


REF exneeci sinc con tate uh tase inde serttcen aieeipapsneetibiataiiamebeamenarmenmmnE $6, 330, 663 
Fd caper ae pencindpenp otetnea seimaninepe ieee caer dine hiahatainnt nana aaa 7, 764, 359 
1004s oS ek ee ee a 7, 551, 874 
NOG asst eer ce en smi Lenni penne pint hoagie inciptapee da tpepnapheemasgons 7, 763, 800 

OEE oro posi omen qesarene-pansipeapnnnseentsinnntennaetnanneniiiee name lama 29, 410, 696 


As presented to the subcommittee, the problem was complicated 
by the somewhat rudimentary accounting methods of the Iranian 
Government. <A considerable amount of difficulty was experienced in 
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fiscal 1952 and fiscal 1953 in getting an accounting from the Iranian 
Government as to what was done with such funds. 

However, in the light of the United States management failures 
described earlier in this report, Iran’s records were apparently not 
much worse than those of the United States mission. + at as far as 
Lran’s Government was concerned the United States might have exer- 
cised a somewhat closer control even over local expenditures would 
seem to have been possible from the initial exchange between the first 
country director, Mr. William E. Warne, and the Iranian Prime 
Minister, Dr. Mossadegh, as reported in a book entitled “Mission for 
Peace,” recently published by the country director: 


“Oh, but, Mr. Warne,” Dr. Mossadegh said near the end 
of this first meeting, “you must control every penny of this 
money. None of it must be let out of your hands * * * 
you must not let the crooks get this money.” 


As a matter of policy, the United States decided not to try to exer- 
cise the kind of control Dr. Mossadegh had suggested. From the 
outset, it attempted to make it a fully cooperative program by sharing 
responsibility for its administration with officials of the Iranian Gov- 
ernment. This principle, in the subcommittee’s opinion, is certainly 
a commendable one, but in the case of Iran it took on something of 
a pretentious and doctrinaire aspect in view of the fact that it was 
known from the beginning that it was responsibility for the man- 
agement of United States funds which was being shared. 

Mission officials told the subcommittee that they were unable in 
the first year of the expanded technical-assistance program to get the 
Iranian Government to agree to the establishment of Joint funds into 
which Iranian contributions and United States contributions would 
be placed and over which both parties would exercise joint control. 
Instead, up until December 1952, the Iranian Government kept all of 
its funds under its control and, theoretically, the United States mission 
kept all its funds under its control. Even so, in view of the fact that 
expenditures of local currency purchased directly or indirectly with 
United States dollars were made by Iranian ministries without full 
accountability to the United States mission during this period, there 
is a real question whether the United States actually had control over 
United States funds. One aspect of this process which has particu- 
larly troubled the subcommittee is the complacency with which United 
States officials connected with aid operations appear to have accepted 
this state of affairs. The explicit assumption seems to have been made 
by the mission that as long as the millions of United States dollars 
which were poured into the program arrived in Iran it was relatively 
unimportant to be able to determine precisely where they went. 

The subcommittee cannot accept such an assumption. It is the use 
made of aid dollars and not the dollars themselves which determine the 
efficiency and economy of such an operation as the Iranian program, 
and in the subcommittee’s judgment the absence of precise knowledge 
of the uses made of United States funds in Iran has created opportu- 
nities for inefficiency and waste to an extent which may never be known. 
Misappropriation has not been suggested but under such loose control 
opportunities must have been many and temptations must have been 
great. Nor does it appear sufficient in the judgment of the subcom- 
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mittee to say that the ultimate results of the program, however un- 
economically or inefficiently arrived at, justify the process, for there is 
no way of telling whether all or even any of the alleged successes would 
have been endangered by the exercise of prudent United States man- 
agement. 


T he creation of joint funds 


In December 1952, according to mission officials, the first real joint 
fund was established. This was in connection with the public health 
rogram. From that point on, over the next year, the original uni- 
later ‘al control of funds was gradually superseded by a series of joint 
funds, roughly one for each of the programs. As matters worked out, 
it appears ‘that this move, did not significantly alter the role of Iran 
so far as participation goes, since most of the money in the joint funds 
still originated from United States dollars. 

Added to this is the fact that the joint funds as set up from the be- 
ginning were considered to be agencies not of the United States and 
Iran, but wholly of the Iranian Government. United States mission 
officials participated in their administration and operation, but any 
money or property made available to a joint fund was considered to 
be wholly owned by the Iranian Government. 

In each prince ipal field of activity, the two cooperating Governments 
created a joint fund under the direction of the appropriate Iranian 
ministry and the technical division of the ICA mission. There were 
10 such funds in operation at the close of fiscal year 1955, employing a 
total of 520 Iranian technicians in Teheran headquarters and 1,470 
Iranian specialists and support personnel in the field offices. In addi- 
tion, the Public Health Cooperative, which carries out the entire joint 
health program throughout [ran, employed 1,280 Iranian professional 
and technical personnel. Most, if not all, of these people were being 
paid by United States dollars which made up the overwhelming 
share of money in the joint funds. 


The master joint fund 


Eventually, in order to coordinate the activities of the several joint 
funds which were established, a master joint fund was set up in the 
summer of 1954. This, too, was construed to be an agency of the 
Iranian Government. The mission director and the Iranian Minister 
of National Economy were designated as its codirectors. 

The finances of the several joint funds are administered by the 
master joint fund, which uses separate bank aecounts both in Teheran 
and in the provincial offices. The necessary administrative support is 
furnished by the master organization in Teheran; in the provincial 
oflices it is under the direction of the provincial director. 

The master joint fund maintained 2 support organizations in 
Teheran, 1 for administrative support functions, such as personnel, 
procurement, transportation, and property management, and the 
other for financial support covering receipt of mutual program con- 
tributions and their utilization for approved projects. The admin- 
istrative organization, headed by an American executive officer, had 
on June 30, 1955, a staff of 480 Iranians; the financial organization, 
under an American controller, employed 54 Iranians. Here again, in 
effect, these people were being paid by United States-generated local 
currency. 
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Iran’s budgetary contribution to the operations of the master joint 
fund has been relatively small. In 1955 Iran contributed only $250,000 
toward a total budget of $4.7 million; the balance was financed from 
United States direct contributions and counterpart funds generated 
by United States dollars. 

In the words of the International Cooperation Administration’s 
General Counsel, the joint fund method is employed because— 


it has proved to be a highly effective technique which pro- 
motes close cooperation in assistance programs, facilitates 
obtaining direct and substantial contributions by host coun- 
tries to such programs, and creates an institutional frame- 
work which can ultimately become a regular part of the host 
government structure through which that government can, 
on its own, continue activities originally started as part of 
the joint assistance program. This last-mentioned objective 
is, in particular, fostered by the legal status of the joint fund 
as an agency of the host government. 


The stated objectives of the joint method of operation, which was 
instituted at the end of 1952, had not been accomplished by June 30, 
1955, according to the GAO report, which stated: 


The present mission management has recognized that the 
elaborate administrative machinery created by Iran and the 
United States to carry out the joint assistance program needs 
simplification, American financial and administrative sup- 
port should be reduced, and the eventual transfer of the pro- 
gram to the proper Iranian authorities should be acceler- 
ated. The mission issued in July 1955 a special policy direc- 
tive calling for intensified efforts toward integration of the 
United States program with the activities of the appropriate 
agencies of the Iranian Government. 


This marked the beginning of the end of the second stage of the 
technical assistance program which passed into a third stage about 
April 1, 1956, whereby the program is to be integrated within the 
Iranian Government. The master joint fund will “be continued and 
will act as fiscal agent with special activities accounts set up in each 
of the ministries to replace the individual joint fund accounts. The 
funds for these special activities accounts would flow from one ac- 
count in the Ministry of Finance and no countersignature would be 
required for expenditures from these special activities accounts. 

On May 25, 1956, Mr. John B. Hollister, in his response to the 
Comptroller General of the United States, reported that as of April 
1, 1956, physical integration had taken place throughout Iran; that 
procedures had been worked out for fiscal integration which had not 
yet been accomplished and that property integration and property 
accountability would require more time. 

How well this will work out remains for the future to determine. 


INDUSTRIAL PROGRAMS 


The results of hasty and ill-considered commitment of funds in an 
aid program is clearly shown in connection with the obligation of ap- 
proximately $10 million on industrial enterprises in Iran. This 
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program was begun with the signing of six project agreements in 
June of 1952, covering a cotton mill, two cement plants, a municipal 
power station, a sugar refinery, and a slaughterhouse. All were enter- 
prises initiated by the Plan Organization whose activities had been 
brought to a halt when the Plan Organization was no longer receiving 
foreign-exchange income due to oil nationalization. 

At the time the United States agreed to put its funds into these 
plants they were in varying stages of development. Some like the 
Fars cement plant were already partially completed. Others, like 
the Fassa sugar plant represented firm commitments on the part of the 
Iranian Government upon which contract payments were past due. 
The Shiraz power project had been halted for virtually 2 years since 
some of its generating equipment had been lying on the dock for that 
period for lack of payment. 

Although there were individual variations in each case, the agree- 
ments covering these projects generally specified that the United 
States would supply funds to meet the foreign-exchange costs of ma- 
chinery and equipment. While each agreement stipulated that no 
further United States funds were being obligated beyond those con- 
tained in the initial agreement, on many projects additional amounts 
were ultimately supplied. 

In justifying these expenditures each project agreement emphasized 
the potential importance of the particular enterprise not only in 
terms of its productive capacity and the need for it, but also in terms 
of its value to Iran as a “demonstration” of the feasibility of such 
plants. The record shows, however, that United States financing 
was undertaken without requiring detailed information regarding ade- 
quacy of the design and engineering or regarding operational plans 
and costs. As a result numerous delays have been encountered in de- 
veloping these projects. In addition, the mission was unable to pro- 
vide the technical assistance needed to effect their orderly construction 
and utilization. 

The explanation offered by the International Cooperation Admin- 
istration for the troubles which developed in connection with these 
early projects was stated to the Comptroller General in these words: 


It had to be assumed that the Iranian Government, when 
initiating these projects, had made economic and technical 
determinations as to the soundness and feasibility of these 
projects. The “crash” operation for political expediency 
was the sole basis for approval of these projects * * *, 


Additional industrial enterprises were made the subject of later 
project agreements, and the subcommittee requested a report from 
the present mission director on the current status of the entire range 
of projects, particularly with a view to determining how well they 
were serving their avowed purpose as “demonstrations.” His reply, 
dated August 2, 1956, is not heartening. It discloses that of 15 
projects reported on only 5 are operating. Two more have been 
completed but are not operating as planned due to lack of adequate 
power. In this latter category is the Tchitsazi cotton mill, one of the 
first industrial projects to be supported by the United States and one 
upon which the United States has expended nearly $2 million. The 
remaining 8 projects are not completed, and of these only 3 are ex- 
pected to be completed by June of 1957. 
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The subcommittee finds it difficult to accept the idea that plants 
which are not operating 3 and 4 years after the United States under- 
took to sponsor their construction have made any real contribution 
to the development of Iran or that they represent “demonstrations” 
of efficient enterprise. 

At present the United States is financing a sizable contract with 
George Fry & Associates to supply management services to the Plan 
Organization to try to get some of the industrial enterprises which 
have begun operations into profitable production. Part of this effort 
stems from the fact that from the start United States support of in- 
dustrial enterprises was through Joint Fund loans to the Plan Or- 
ganization with repayments by the Plan Organization to begin when 
a certain stage of completion or a specified level of production had been 
reached. At the present time, no repayments have been made on any 
of these projects. 

A further supposition in connection with United States support of 
these projects was that they would promote the development of pri- 
vate enterprise once the feasibility of the undertaking was demon- 
strated. The basic idea was that the Plan Or ganization would build 
and operate these plants and then dispose of them to private investors. 
To date this goal has not been reached either, and there appears to be 
little likelihood that it will be attained even in part in the near future. 
In a report dated July 28, 1956, George Fry & Associates state that 
the Director of the Plan Organization is opposed to selling the in- 
dustrial units until they are reorganized and rehabilitated; that the 
cost of the rehabilitation is large; that trained management personnel 
are not available in Iran; and that the only persons showing any in- 
terest in the purchase of these plants are looking for w indfall prices. 

That there has been some gain through these industrial projects is 
doubtless true. An additional tonnage of cement or output of refined 
sugar is an undeniable gain to the economy of Iran. Nevertheless, the 
history of these industrial projects as a whole does not show benefits 
to the economy of Iran that appear to be at all commensurate with the 
amount of United States money which has been expended on them. 
Certainly so far as being “demonstrations” of technically well-planned 
and efficiently operated plants are concerned, their value is almost nil. 
As stimulants to the growth of private enterprise they have little to 
show. As monuments to the results of hasty programing of foreign 
aid they are perhaps most enlightening. 


THE KARADJ DAM 


Among the 7-year plan industrial projects that were suspended in 
the economic collapse that followed the oil nationalization was the 
Karadj Dam. This proposed dam was to supply water for the city 
of Teheran, provide irrigation for the Karadj River Valley, and 
serve as a source of hydroelectric power. American engineers had 
made surveys in both 1946 and in 1949 in connection with this proposal. 
In 1950 the Iranian Government had employed a French firm, Entre- 
prises Metropolitaines et Coloniales, to prepare detailed plans, and 
thereafter the Iranian Government undertook preliminary work, at a 
cost of about $200,000, based on the plans of the French firm. 








UNITED STATES AID OPERATIONS IN IRAN 35 


On November 11, 1953, project agreement No. 73, an agreement for 
the construction of the Karadj Dam, was signed by Mr. Warne, the 
United States mission director, with the directors of the Iranian Plan 
Organization, and the Irrigation Bongah, as well as with the Iranian 
Minister of Agriculture. 

The amount of prior planning that went into United States partici- 

ation in project agreement No. 73 seems to have been slight. Mr. 
Ralph Workinger, who was the mission’s regional director in the area 
in which the project site was located and who had been the mission’s 
program officer until November 1952, testified that he had never heard 
of the Karadj Dam project before an executed copy of the agreement 
arrived in his Teheran office in November 1953. 

According to the provisions of the agreement, construction was to 
follow the plans of the French firm, involving a total cost of about 
$17 million. The agreement committed the United States to supply 
$1,400,000 for dollar costs of machinery equipment and services. Of 
the estimated $17 million required to complete the dam, $12,800,000 
represented dollar costs and $4,200,000 (336 million rials) was for 
local costs. 

While it was specified in the agreement that the United States was 
not committed to furnishing additional dollar funds, the source of the 
additional dollar costs necessary to complete the project was not set 
forth in the agreement. Nevertheless, there is evidence that the 
mission was preparing further dollar commitments a few days after 
the project agreement was signed. On November 18, 1953, 1 week 
after signing project agreement No. 73, Mr. Warne transferred more 
than $1 million from other projects to the Iranian-American Joint 
Fund For Emergency and Special Economic Assistance to purchase 
equipment for projects in the industrial program specifically including 
the Karadj Dam. Most of these funds subsequently were used to buy 
Karadj Dam equipment and machinery. 

On November 28, 1953, 10 days after project agreement No. 73 was 
signed, the Government of Iran executed an interim agreement con- 
tract with Morrison-Knudsen International for the purpose of ne- 
gotiating a “target estimate incentive fee type contract.” The in- 
terim contract, which was to be in force during negotiations for the 
final contract, does not state the estimated cost of the project, but it 
established a revolving fund of $2 million and of 30 million rials to 
cover initial costs. It also included an interim fee of $12,000 and 
360,000 rials a month to be credited to the base fee which was to be 
set forth in the final contract. The contract did not indicate the 
source from which the Iranian Government would obtain the money 
for the revolving fund. 

It seems clear that the United States mission in Iran had initiated 
an agreement committing the United States to support a project which 
there was every reason to doubt the Iranian Government could finance. 
The agreement was executed at a time when the Government of Iran 
was unable even to meet its regular Government payrolls, and at a 
time when the mission was recommending United States support to 
the budget of the Iranian Government. It is difficult for the sub- 
committee to believe that the mission was not fully aware of the 
fact that Iran was not, and probably would not be for some years to 
come, in a position to finance this dam. 
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Another circumstance that is difficult to understand is that Morrison- 
Knudsen International, an experienced firm and long familiar with 
affairs in Iran, had entered into a contract of this kind with the Gov- 
ernment of Iran when it was well known that Iran was substantially 
lacking in foreign-exchange credits. The prompt execution of the 
MKI contract, 10 days after project agreement No. 73 was signed, 
suggests the existence of a belief on someone’s part that dollars made 
available under project No. 73 would be used to finance the MKI con- 
tract. Just what ondderstunidind if any, existed in this connection 
was not made clear to the subcommittee. "However, as matters turned 
out, a substantial amount of the $1,400,000 committed in project No. 
73 was eventually used to pay certain MKI costs for work which had 
been included in their interim contract. 

When no funds had been made available from the Government of 
Tran or from any other source, MKT, in February 1954, was pressing 
the Government of Iran for the money agreed to under the terms of 
the interim contract. It appears that FOA in Washington, which 

yas now the successor agency to the TCA, required further engineer- 
ing study before proc eeding with the construction of the dam, ancl 
subsequently directed the mission not to release any funds from proj- 
ect No. 73 for construction purposes. It appears, further, that there 
were falimendée within the Oo ernment of Iran which also advocated 
further study before the execution of the final contract to construct 
the dam. These circumstances combined to have the effect of sus- 
pending project No. 73 operations, except for engineering survey 
costs. They also acted to delay negotiations between the Govern- 
ment of Iran and MKT for a final construction contract. This ap- 
parent stalemate was eventually resolved by the mission in a series of 
moves that released dollars for certain aspects of the construction of 
the dam. 

An essential undertaking in the construction of the dam was the 
relocation of a highway to the site of the dam since the old road would 
be inundated when the dam was completed. This road was a com- 
plex and costly undertaking involving deep cuts and tunnels. Its con- 
struction had been prov ided for in the interim contract between the 
Government of Iran and MKI on the Karadj Dam. On February 17, 
1954, in his capacity as Codirector of the Iranian-American Joint 
Fund for Emergency and Economic Assistance (created November 
1, 1953) Mr. Warne, together with the Iranian Codirector of the fund, 
signed an agreement with the Iranian Ministry of Roads and the 
Ministry of Agriculture for a project to relocate this highway. 

On March 17, 1954, the Government of Iran entered into a new con- 
tract with Morrison-Knudsen International to construct the highway. 
Under the terms of this contract, the Government of Iran was required 
to pay MKT for all costs or expenditures, which were estimated at ap- 
proximately the rial equivalent of $1,250,000. 

United States expenditures on behalf of the dam were substantially 
limited to the relocation of this road. They have amounted to nearly 
$3 million, of which slightly more than $900,000 was supplied in 
the form of local currency. The $900,000 in local currency, as well 
as $400,000 in dollars, was furnished under emergency project No. 
17. Howev er, in addition, project No. 73 was tapped for $455,000 
to pay the dollar cost of the MKI road contract as well as $188,000 
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worth of equipment and services. Beyond these sums there was an 
allotment of $1,015,000 which had been transferred to the joint fund 
from other technical cooperation projects. This money was used to 
purchase construction equipment. 

Mr. Warne maintained before the subcommittee that this series of 
transactions was part of his “impact” or “crash” program designed 
to relieve unemployment in a period of economic stress. He insisted 
that the road relocation which was covered by emergency project No. 
17, while related to the Karadj Dam, was not part of the dam con- 
struction. 

In his testimony, Mr. Workinger, the regional director of the area 
at the time, admitted that other potential highway improvement proj- 
ects were more suitable for purposes of unemployment relief than 
the road relocation, particularly since these others could have been 
financed entirely in Tranian curr ency. When questioned on this point, 
Mr. Workinger testified that an additional _purpose in choosing the 
this project was that it would utilize the services of Morrison-Knudsen 
International. 

To the date of this report more than $114 million has been paid 
out under the Morrison-Knudsen International contract, of which ap- 
proximately $1 million was used to pay the dollar cost of construction 
equipment. This equipment presently is in the custody of MKI at 
the Karadj Dam headquarters and on the job site. 

It was originally the plan of the mission to have the heavy equip- 
ment financed with these funds transferred to the Karadj Dam 
Authority, which was set up to act for the Iranian Government on 
this project. This transfer was to be accomplished on a rental basis 
with payments being made to the Joint Fund for Industrial Develop- 
ment for its use in obt: aining replacements. However, the Iranian 
Codirector of the joint fund refused to approve this plan, so that the 
mission was forced to agree to make the equipment available with 
no obligation on the part of the Karadj Dam Authority. As far as 
the subcommittee can ascertain, there is no construction currently 
underway in connection with the dam. Yet although this construc- 
tion equipment is not being used at the present time no move to assign 
it to other projects has been made even though such a reassignment 
was een for in the agreements. 

The General Accounting Office field examination disclosed that this 
equipment, which was paid for with United States dollars, has been 
repainted and labeled as Morrison-Knudsen International equipment 
and did not bear the mutual-security emblem as required. ‘The sub- 
committee also heard testimony that all equipment purchased for the 
Karadj Dam project had been turned over to MKI representatives 
at the port of arrival and was not, therefore, 1 ‘outed through the mis- 
sion compound in Teheran. Since the mission based its inventory on 
goods received at the compound, this arrangement had the effect of 
excluding the equipment turned over to Morrison-Knudsen Interna- 
tional from mission property records. The Embassy receiving office, 
however, had made a record of the arrival of the equipment, and the 
subcommittee has been informed that mission records have been recon- 
ciled to include this equipment in its inventory. 

In 1954, although Tran had not made any decisions regarding the 
final contract for the Karadj Dam or the financing ther eof, the mis- 
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sion included an additional $2,400,000 for the Karadj project in the 
fiscal year 1955 budget. Of this amount, $2, 170,000 was to be for 
supplies and equipment, and $250,000 was for contract services. The 
item, although included in the budget request to the Congress, was 
subsequently disallowed by Washington for the reason that it appeared 
that the country was in a position to finance the dam with its own 
resources. The amount was transferred, within the mission budget, to 
the “local costs” category, although its ultimate use is not clear. Mr. 
Warne, explaining the y’ ditional $2,420,000, told the subcommittee 
that the amount was to have been used to finance an agreement with 
the United States Bureau of Reclamation to design and supervise the 
construction of the dam, and that it was not for construction costs. He 
said that the $1,400,000 obligated under project No. 73 was simply for 
the purpose of ‘obtaining z a sound engineering appraisal of the dam. 
The subcommittee is not ; impressed by Mr. Warne’s statements in this 
connection. It notes that project No. 73 clearly states that its pur- 
pose is “to construct the Karadj Dam,” and none of its provisions sup- 
port the contention of Mr. Warne. Moreover, there is an element of 
meonsistency between Mr. Warne’s statements and the statement of 
Mr. Workinger who said that one of the alternatives discussed in 
regard to financing the construction of the dam was the possibility of 
financing it through annual allotments from United States mutual- 
security ‘funds. 

As of the date of this report, no information has been received that 
the Government of Iran has either arranged to finance the dam or has 
made a firm contract for its construction. In response to a subcom- 
mittee inquiry, the Export-Import Bank in Washington reported that 
the Government of Iran had filed an application for a $53-million 
Joan and that the Karadj Dam was listed as one possible use for $18 
million of it. On November 4, 1954, the bank earmarked $53 million 
as a loan to Iran. The subcommittee was advised, however, that 
the earmarking of this amount by the bank was based only on the 
conclusion that Iran was in need of economic development and was 
in a position to repay a loan in this amount. The bank reported that 
it never has been furnished with a sufficiently detailed set of plans 
on the design and construction of the Karadj Dam to determine its 
feasibility or whether it would authorize use of its loan funds for the 
dam’s construction. 

In summing up this series of transactions, it appears that the mis- 
sion continued to allot United States dollars toward the eventual 
construction of the dam with only oral assurance from Iranian offi- 
cials that the dam would in fact be completed. Since such assurances 
did not include evidence of how Iran was going to fund the construc- 
tion, there is a question whether the mission acted in accordance with 
the principles of sound planning. Unless the dam is completed, the 
United States dollars expended to date will have served chiefly to 
relieve unemployment in a time of economic crisis. 'The subcommittee 
can only observe that while the mission has exhibited a willingness 
to commit United States dollars before the completion of final plans 
on this project, the Iranians are displaying a considerable and con- 
trasting reluctance to commit their funds before acceptable surveys 
will have been completed. 
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STUDENT-ASSISTANCE PROGRAM 


One of the more unique uses of United States aid dollars was in 
what was called the student-assistance program. Not the least un- 
usual aspect of this program was the fact that, although it involved 
the expenditure of $4,700,000, the nature of it was never revealed to 
the Congress. 

Origin of program 

The program had its origin in the severe shortage of foreign ex- 
change which faced Iran on the heels of its oil nationalization. As 
a result, the Mossadegh government undertook a number of meas- 
ures to conserve foreign exchange. One of these measures, announced 
in March 1952, was the termination of foreign exchange funds here- 
tofore available to support approximately 800 Iranian students who 
were attending schools of higher learning in the United States. This 
meant that the parents and sponsors of these students were no longer 
permitted to transmit dollar funds to the United States. Thereupon, 
TCA and the Department of State worked out an arrangement where- 
by the United States Government provided the dollar funds required 
by the students to continue their studies, while the students’ parents 
and sponsors in Iran made available to TCA in Iran corresponding 
rial funds for use in United States technical assistance projects. 

The United States extended this program for 3 successive years, 
making available a total of $4.7 million. 

Dollar 


Academic year ending Aug. 31: commitment 
Bit ot) Gs sin bees adie antdeidetis ence ee oe eee $1, 000, 000 
iia ins estes tinh eee ca eee hee aaah aad 1, 500, OVO 
Fe iesietcophTisceg sso hehe thas sca a ain ata sibasdicaimiepieit nee scans ieeagiaes 1, 700, 000 
ULE a is aS HtITE SEE Silo Eas OF FE 500, 000 

Tote. 22 ies ib ewettsinn soda ee ee Seales Sal oe ie 4, 700, 000 


Special nature of program 
Although the progr: a was written up in a point 4 agreement with 
the Iranian Ministry of Education, the criteria of point 4 training 
activities were not complied with in carrying it out. Under point 4 
standard practice, individual trainees are carefully selected on the 
basis of educational and technical qualifications in specialized fields of 
arr ledge considered useful to technical-assistance activities. In this 
‘ase, however, all Lranian students then in the United States and in 
oad of dollars were brought under the program, regardless of quali- 
fications. Most were undergraduate students; many were pursuing 
courses in foreign languages, music, arts, and history. In contrast to 
normal point 4 training, which seldom exceeds 1 year for individual 
trainees, provision was made for a maximum of 5 years’ participation 
so that the initial group could complete a 4-year undergraduate course. 
Finally, no attempt was made either to shape the courses being taken 
toward point t needs in Iran, nor was any real effort made to obtain 


the participation of these students in point 4 activities upon their 
return to Iran. 


Use of exchange rate 


The local currency generated by these student assistance dollars 
deserves comment. It was a common practice in the use of technical 
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assistance funds to acquire local currency for United States aid pro- 
grams through the import and sale of commodities bought with 
dollars. The student assistance program could be regarded as essen- 
tially this kind of transaction. The United States was simply buying 
Iranian currency with dollars, the suppliers of the local currency in 
this case being the students’ sponsors. However, the exchange rate 
used in this program was 32.5 rials to the dollar, an artificially low 
rate which resulted in the United States paying $4.7 million for ap- 
proximately $2.1 million worth of Iranian rials. 

Why this was done is difficult for the subcommittee to understand. 
The students involved were generally members of influential and well- 
to-do Iranian families who were obviously able to send their children 
abroad for an education. There is no indication that they would have 
been unable to continue to do so if the Government had permitted them 
to buy foreign exchange with their rials. It was clearly not a shortage 
of rials, but of dollars which affected them. Had they been required 
to pay for United States dollars at a higher rate of exchange, the 
additional rials could have cut down by an estimated $2 million other 
local currency purchases by the U nited States. 

The reason given by the ICA for using the artifically low rate was 
that this was the legal rate which had existed before March 1952, the 
point at which the Iranian Government blocked such purchases 
altogether. 

To the subcommittee this argument doesn’t make much sense. What 
it amounts to is saying that although the Iranian Government did not 
regard the education abroad of these students as being of sufficient im- 
portance to warrant any of its dwindling dollar funds to be used for 
that purpose, the United States took the view that it was important 
enough not only to supply the dollar funds, but to do so at a rate which 
maintained the sponsors in a historically favored position. 

The supply of dollars at the going rate (conservatively, 80 rials per 
dollar) would seem to have been an eminently satisfactory arrange- 
ment which would have involved no injustice to anyone. The effect 
of the arrangement which was used was to benefit this particularly 
favored group of Iranians to the extent of $2 million at the expense of 
the country as a whole, for it is clear that either the assistance program 
suffered or the United States taxpayer was called upon to make up the 
difference with additional funds. 

The subcommittee is not unaware of the fact that the use of a realistic 
exchange rate might have meant, in some marginal cases, that the 
education of a few of these students might have had to be terminated 
if their sponsors could not afford the higher rate. This kind of situa- 
tion, however, is not unusual even in the U nited States where parents 
are often confronted with financial stringencies which result in their 
not being able to send their children to college at home, let alone 
abroad. 


What Congress was told 


As reported by ICA to the General Accounting Office, the expendi- 
ture of the $4.7 million on this program was as follows: 


RI GR ONSE TIT  n s inis screerer eh enns eet bind ee ee $2, 117, 300 
Training program designated as ‘ ‘part BO MUININE, sitencdeneapiicn cde 2, 582, 700 


Te... ... 


planes asia geese S-ay oaleapcianilin ennai eae emi eboe ati 4, 700, 000 
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This presentation, however, is just bookkeeping purporting that two 
different transactions were involved. Actually, there was one student 
assistance program and the $2,117,300 figure is simply the value of 
the rials received (computed at 80 per dollar), while the so-called 
training program was the amount paid in excess of the value of rials 
received. 

In annual budget requests to the Congress, the agency has presented 
the student assistance program as an ‘Integr al part of the technical 
assistance program, without disclosing the nature of the program and 
the magnitude of the funds committed therefor. The amounts of 
United States contributions have been included under “Local costs” 
and not under “Training,” and statistics of persons trained under 
point 4 do not include the Iranian students participating in this pro- 
gram. Also, when the Senate Committee on Foreign Relations, dur- 
ing the hearings on the 1954 Mutual Security Act (pp. 91 to 108 of 
hear ings) requested FOA to explain fully its foreign trainee program 
as distinguished from the students’ exchange program conducted 
under the United States Information and Educational E xchange Act 
of 1948 (62 Stat. 6), the Iranian student program was not included in 
the statistical summaries presented to the committee. 

There is no doubt in the subcommittee’s opinion that this program, 
its magnitude, and its details should have been disclosed to Congress, 
and that a mutual understanding should have been reached with 
appropriate congressional committees. 

As matters now stand, the Comptroller General of the United 
States, by letter dated July 27, 1956, has notified the Department of 
State that the program was not authorized under the technical co- 
operation program of TCA and FOA; that the appropriations used 
were not available for such a program; and that exception is being 
taken to the payment of $2,582,700 by the United States above the 
market value of the local currency actually received. It may be noted 
that the Comptroller General’s formal exception to this payment will 
in all probability be the extent of the action taken. The possibility 
of any recovery of the dollars spent is remote. 


THE ADDITION OF BUDGETARY SUPPORT 


It is clear that the United States Operations Mission in Iran was 
not adequately staffed and its understandings with the Iranian Gov- 
ernment were not sufficiently firm in the period from 1952 through 
1953 to enable it efficiently and economically, not to say effectively, to 

carry out the expanded technical assistance program underway at that 
time. The annual increments of approximately $23 million in tech- 
nical and economic assistance which had been entrusted to the mission 
in both fiscal 1952 and 1953 were demonstrably beyond its capacity 
to administer. Nor does it appear that support from Washington to 
the field was adequate under the circumstances. 

Nevertheless, as complicated as the problems were by the summer of 
1953, they were destined to be increased many times over. It was in 
August 1953 that the Mossadegh government fell and was replaced 
by a new government headed by General Zahedi. 

All during the preceding 2 years, under the Mossadegh government, 
the prospec ts for a settlement of the oil dispute had not improved. 
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Indeed, in October 1952 Iran had severed diplomatic relations with 
Britain. Political unrest had increased in some of the major cities. 
The continued lack of oil revenues had led to a number of dubious 
governmental measures, such as printing-press methods of expanding 
the currency, to keep the economy afloat. Then, in August 1953, the 
Mossadegh regime had fallen and the new Zahedi government an- 
nounced its willingness to reopen negotiations for an oil settlement. 

At this juncture, the United States responded favorably to a request 
of Zahedi to aid his new government in getting on its feet by extending 
direct budgetary assistance to it. Such assistance was to be in addi- 
tion to the technical and economic aid which, since January 1952, con- 
tinued to be furnished at the rate of $23 million a year. 


Determination of amount 


Initially, the level of budgetary assistance needed was computed by 
the mission as $67 million for a 12-month period. Washington, how- 
ever, cut this amount to $45 million. The subcommittee was told that 
the decision to cut the field request down to $45 million was an arbi- 
trary one and was based not on a judgment that the $67 million wasn’t 
justified, but rather on the basis of the simple fact that $45 million 
was all the money that could be found at the time. Seven months 
later, however, $15 million additional was made available from mutual 
security funds, so that over the course of the year United States under- 
writing of the Iranian Government’s budget averaged $5 million a 
month, or roughly the level of the initial request. 

If the scaling down to $45 million of the first allotment was arbi- 
trary, it was not more so than the computation made in the field which 
gave rise to the initial request for $67 million. According to testi- 
mony received by the subcommittee, at the time this figure was sub- 
mitted there was no way of knowing what Iran’s financial situation 
either was or would be. In the first place, there had been no Govern- 
ment budget as such for some years. In the second place, the Bank 
Melli, which customarily issued ‘monthly statements re Rentine the Gov- 
ernment’s cash position, had for several months failed to publish such 
information. In the third place, some currency and credit transac- 
tions of the Mossadegh regime in its later days had beclouded the 
situation so that hidden deficits of unknown proportions were sus- 
pected. In the fourth place, [Iranian Government finance, involved 
as it is in the maintenance of many Government monopolies, some 
profitable and others not, is so complic ated that even in less troubled 
times it has been difficult to identify what is strictly the Government’s 
operating budget and what is not. 

It was obvious to the subcommittee as the testimony unfolded that 
as far as finances were concerned, the Bank Melli didn’t know where 
the Government stood ; the new Government itself didn’t know where 
it stood, and the United States mission didn’t know either. Under 
the circumstances, the so-called estimate of Lran’s budget needs was 
little more than a shot in the dark. However, certain consequences 
should have followed from the realization that the amount initially 
allocated was arrived at in this fashion. One obvious consequence 
was that every effort would be needed to establish as rapidly as pos- 
sible what the precise picture was, and in so doing it would be of 
crucial importance that aid funds be fitted to the level of actual need 

rather than the level of need be computed in terms of how much aid 
yas actually available. 
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Basis for budget aid 


From the outset, budgetary aid to Iran was supposed to be — 
under certain explicit understandings, the most important of which 

was that, since it was intended to make up budget deficits, Govern- 
ment expenditur es would be held down to the abs sluts minimum. The 
then mission director made this clear to the subcommittee in the fol- 
lowing words: 


Mr. Warne. Our calculations were deliberately intended 
to represent only the most austere programs on the part of the 
Iranian Government. 


The extent to which this intention was or was not realized will be 
discussed in a later section covering actual expenditures. 

In the months that followed the President’s announcement that 
$45 million would be available for emergency economic assistance, 
successive portions of this sum were turned over to the Iranian Gov- 
ernment. ‘These United States dollars flowed into Iran in a number 
of ways. Initially a $10 million check was handed over to the Iranian 
Treasurer General with which to buy local currency from Iran’s cen- 
tral bank. Later, commodities like sugar bought with dollars were 
turned over to the Iranian Government for sale within Iran. Other 
devices were employed as well but in net effect the United States sup- 
plied the total amount in the form of foreign exchange for Lran, with 
the ultimate result that a corresponding amount of local currency was 
deposited in a special account held in the Bank Melli and placed at 
the disposal of the Lranian Government. 


The planning table 


De ‘posits and withdrawals from the special aid account, known as ac- 
count No. 30824, were forecast by what was known as a planning table. 


The way it was intended to work was described to the subcommittee 
in these words: 


Mr. Warne. The planning table was a listing of * * * aid 
income by categories of sources and a listing of the outgo 
which we and they mutually agreed should be covered by this 
income * * * so if, for example, we estimated in July that 
10,000 tons of sugar were going to arrive, we listed esti- 
mated rials to be procured “with that sugar in July. Ob- 
viously you could not make an expenditure in June, but it had 
to come in July or later, 

* * * Then we set down our second half of that table, the 
places where the money could go, and what month it could be 
expended, so that no expenditure from aid account No. 
30824 was supposed to be made until you found the point on 
the planning table where it was set down authorized both as 
to time and purpose. 

Question. How was it determined to just what objects ex- 
penditures would be made to set up that lower half of your 
table? What was the basis of the distributions among ob- 
jects ? 

Mr. Warne. That was, in part, on the basis of negotiations 


with the Iranian Government. In part, it was on the basis of 
our own program planning. 
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On the face of it, the planning table as described would appear to 
have been very effective and sensible mechanism for meeting the 
problem of budgetary deficits and regulating the rate of expenditures. 
Indeed, at one point in his testimony, the former mission director con- 
firmed this impression. 


Question. Did you feel that this [planning table] gave 
you, as mission director, a fairly firm control over the way aid 
money was expended ? 

Mr. Warne. Yes, sir. I felt that it did give me firm con- 
trol over the use of the aid account. 


The subcommittee, however, as it inquired further into this question 
discovered that, while the planning table might have served that pur- 
pose, it didn’t work that w ay. In fact, it would not be incorrect, in 
the opinion of the subcommittee, to say that its inherent soundness 
was nullified to the point where it was little more than a bookkeeping 
device for recording a series of faits accomplis. The crucial reason 
for this is that regardless of what expenditures had been planned 
on and mutually agreed to by the United States mission and the 
Iranian Government, control over actual withdrawals from account 
No. 30824 was in the hands of the Treasurer General of Iran, and no 
United States countersignature was required for releases from that 
account. When this point was under discussion, the former mission 
director modified his earlier testimony about the effectiveness of the 
planning table. 


Mr. Reece. If I may interject, did it ever give you, as 
director, control except when certain items or phases of the 
planning table were mutually signed by the two governments ? 

Mr. Warne. No; it did not. I didn’t have any recourse 
if the planning table had been grossly violated, but the plan- 
ning table was worked out jointly between the responsible 
Iranian officials and my staff, and we did sign the table 
mutually later on. And, in that manner, I think a degree 
of control was exerted. 

As I say, there was never a requirement for a joint signa- 
ture on one of the checks. We simply couldn’t assume the 
responsibility for the operation of the Iranian Government. 


However, in testimony before the subcommittee, the Comptroller 
General of the United States stated that the established system for 
control of counterpart funds for other aid-receiving countries, which 
ICA and its predecessors have followed consistently, provides for joint 
control of counterpart funds by procedures such as approving indi- 
vidual releases for specific purposes and countersigning withdrawal 
checks. This system, the Comptroller General said, is designed to 
give the United St: ites assurance that aid funds are utilized in accord- 
ance with United States objectives. 

He went on to point out that the system in Iran did not afford ICA 
this desirable measure of control. The Iranian Government merely 
reported actual withdrawals from the counterpart account by broad 

categories and it was then up to the mission to determine, after the 
fact, whether such withdrawals corresponded to the proposed trans- 
actions as forecast in the planning tables. 
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Actual expenditure of the first budget aid 

How the process worked out can be seen in examining the purposes 
for which withdrawals were made of the $60 million of budget aid 
granted to Iran in the first year that form of assistance was given. As 


reported by the mission on August 15, 1954, the expenditures were as 
follows: 
Millions of 


Expenditures (use of rials received) : dollars 
Monthly budget deficits of Iranian Government______-___-__-__ -.___ $27. 0 
National Iranian Oil Co. monthly deficits__.__._._.____..._--_---__---_ IZX2 
Payments to Government commodity agencies__._._.___-_____--.-_._-_-- 7.2 
Taapact) DEO STON «poi. cp scpind etch min benhnngene pa deyth—elyadepeeeintle 5.5 
PTR COTTON aaa i resi ess ccs ipie lean net lel lca ee 27 
Rial payments to Government agencies for import of essential com- 

moditieg 6% boii ct es bpp Liban bob bees 2.6 
Contribution of Iranian Government to joint projects__._.cc-__.__-_-- 1.1 
Bonuses for army, police, gendarmerie, and other miscellaneous pay- 

OT a ie ccc anes ese ns cc in nvepmsncetlintemecerenien sin cgi acca leaeee pa 
PI seas <.cisacicninp iin 6intecealsnrcrceieacerred eres soa ttnagiamiat eons -aeeigta aeaiiacian anna 60.0 


Monthly budget deficits 


Analyzing each of these categories of expenditure in turn, the $27 
million used for monthly budget deficits of the Government was used 
to pay salaries of Government employees and represented about 40 per- 
cent of all salaries paid. In the strict sense this item is the only one on 
the list, in the subcommittee’s Judgment, which can properly be desig- 
nated as a budget deficit. Moreover, it accords reasonably well with 
the level of deficit which, according to information furnished the sub- 
committee, had been a chronic element for more than a decade in Iran's 
Government finances. However, $3 million of this amount went for 
salary increases. In explaining this matter to the subcommittee, the 
former mission director stated that these salary increases were author- 
ized under Iranian law but had not been included in the authorized 
budget expenditures under which the various ministries were oper- 
ating. As the subcommittee understands it, as far as the Iranian Gov- 
ernment was concerned, these salary increases had been authorized, but 
they had not been considered of sufficient priority to have had Iranian 
money allocated for their payment. The availability of United States 
funds under Iranian control appears to have taken care of this prob- 
lem very conveniently. According to the record, it appears that the 
United States operations mission did not learn about these payments, 
the bulk of which were made in November 1953, until the following 
month when the mission sought an explanation for the sudden jump in 
Iran’s expenditures. This transaction and the way it was carried out 
not only raises the question about the alleged “firm control” over aid 
expenditures exercised by the mission, but also suggests that what- 
ever the thinking of the U nited States mission, the idea of holding 


expenditures to an “austerity” level was viewed differently by the 
Iranian Government. 


National Iranian Oil Co. monthly deficits 


The item of $12.2 million paid to support the National Iranian Oil 
Co. is especially interesting. Prior to the furnishing of United States 
budgetary assistance, the cost of maintaining the “National Iranian 
Oil Co. had not been a charge against the Government budget. 
Instead, through a somewhat complicated method of financing, its 
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deficits had been covered by what amounted to loans from a number 
of sources, principally from the Bank Melli either directly or through 
the Plan Organization. These were loans scheduled to be repaid by 
the company when oil revenues were again being realized. Its deficits, 
in other words, had been dealt with as a straight commercial transac- 
tion. With the beginning of United States budgetary assistance, most 
of those deficits apparently suddenly became a part of the Govern- 
ment’s budget and thus eligible for liquidation by outright grants 
financed by United States dollars. Unfortunately, this hasty inclu- 
sion of the oil company’s deficits as a responsibility of the Govern- 
ment budget does not appear to have been made clear in the report 
from the mission which said only: 


It is expected that there will be no further need for govern- 
mental financial help to NIOC after an oil agreement has 
been ratified. 


Payments to Government commodity agencies 

The $7.2 million under this category were paid to certain Govern- 
ment monopolies dealing in cereals, tobacco, and grain for purchasing 
crops from Iranian farmers. Although these were Government agen- 
cies, like the National Iranian Oil Co., they were not normally in- 
cluded in the Government budget. In commenting on the use of 
United States dollars to support these agencies, the mission found 
this expenditure the “least justifiable,” but only from the standpoint 
of inadequate reporting by the Iranian Government of how the money 
had been spent. 

The subcommittee noted with interest a memorandum dated June 
29, 1954, from the Deputy Director of the Foreign Operations Admin- 
istration, Dr. D. A. Fitzgerald, which commented on this item in the 
following words: 

Embassy/USOM must think we are Fort Knox. Some- 
thing must be done to get them out of the clouds. 

United States is eventually going to get tired of under- 
writing the Iran external and internal economy. What is 
Tran doing to increase its exports and foreign exchange 
earnings? I think it is extremely difficult to justify United 
States funds to finance internal purchase of grain and to- 
bacco. 


Impact program 

This item of $5.5 million covered a series of construction projects 
such as low-cost housing, paving of streets, construction of schools 
and hospitals, and the like. According to the mission this program 
“produced the most tangible results of any of the programs.” The 


nature of its purpose and activities is indicated in the following words 
from the mission’s report : 


Under this program, many thousands of persons were 
furnished employment. Most of the projects are of a semi- 
permanent nature and will benefit Iran for many years to 
come. 


Although this expenditure obviously fell somewhat outside “auster- 
itv” budget levels, given the difficult political situation of the times, 
the subcommittee takes no position on the desirability of undertaking 
such relief types of activities. 
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Plan Organization 

The grant of $2.7 million to the Plan Organization is not, in the 
subcommittee’s opinion, easy to justify. Like the National Iranian Oil 
Co., the Plan Organization’s expenses had not previously been a charge 
against the Government’s budget. As the potential recipient of the 
bulk of Iran’s oil revenues, such moneys as had been made available 
by the Government to the Plan Organization had been supplied in the 
form of loans to be eventually repaid. Yet, when United States funds 
were supplied, they were expended on an outright-grant basis. 

In reporting on this item, the mission said, “* * * it is difficult to 
show exactly the purposes for which this money was spent * * *,” 
“Most of it,” the mission said, “went into economic-development pro- 
grams.” Aside from the accounting aspect, there would seem to be a 
further question of the extent to which this represents holding Govern- 
ment expenditures down to austerity levels. 

Rial payments to Government agencies for essential commodities 

The $2.6 million expended for this purpose brings to light a curious 
situation. The money used was Iranian local currency which had been 
obtained in the first place by the expenditure of United States dollar 
funds, some of which were used to import essential commodities. 
Under this item, $2.6 million worth of this local currency was turned 
over to Government agencies so they could transform them back into 
foreign exchange and purchase essential commodities. The subcom- 
mittee was unable to trace all the intricacies of this set of transactions, 
but the net effect of it would seem to have been to increase the revolv- 
ing funds available to some of the Government monopolies, since there 
is no mention of any repayment by the semi-independent agencies of 
comparable amounts to the Iranian Treasury. 

Contributions of Iranian Government to joint projects 


The explanation which the mission offered on this item of $1.1 
million was that it represents the cash contributions of the Iranian 
Government to joint projects with the United States Operations 
Mission in Iran. 

When questioned by the subcommittee about this item, mission offi- 
cials admitted that this sum had been included in reports on the extent 
of Iranian participation in technical-assistance programs. It thus 
appears that some of the reported Iranian contributions to cooperative 
projects was actually money furnished by the United States and en- 
tered on the books of the joint projects as Iranian funds. 

This $1.1 million represents about 2 percent of the $60 million allo- 
cation of budget aid. In view of the fact that during this same period 
United States technical assistance funds exceeding $7 million had 
been used to generate local currency, it is hard to understand the 
statement in a memorandum of December 8, 1953, written by Mr. 
Jerome Fried, the mission’s economic adviser, that as a matter of 
policy the first charge against the $60 million was supposed to be 
point 4 project requirements even before the deficit needs of the 
Government budget. 


Bonuses for army, police, gendarmerie, and other miscellaneous 
payments 


This item of $1.7 million, although one of the smallest allocations, 
offers some particularly illuminating insights into the way United 
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States budget assistance funds were handled. In November 1953 ap- 

roximately $320,000 was paid out to the Iranian Army as a bonus. 
Io what extent this expenditure was made with the prior knowledge 
of the United States Operations Mission is not clear, although there 
is some evidence to indicate that appropriate prior consultation had 
taken place. What subsequently happened was that the gendarmerie 
and police put in a claim for parallel treatment and as a result 
$300,000 was given to the gendarmerie and $120,000 to the police. 
Before the end of March 1954 an additional bonus of $640,000 had 
been paid to the army as well. 

When related to the way Government salary increases had been 
handed out within a month of the first United States budget assistance 
funds, the rapid erosion of the initial concept of using United States 
funds to support minimum levels of Iran’s Government expenditures 
becomes increasingly apparent. 

Withdrawals by the Iranian Government from aid account No. 
30824 were subject to question not only in terms of the justification 
of their purpose but also in terms of amount. In the first 4 months 
the mission discovered that the account had been drawn upon to meet 
the regular Government deficit by approximately $400,000 more 
than that deficit actually was. It has been since stated that this 
overdraft has been reconciled, but available information on just how 
the reconcilition was accomplished is not specific. As far as the 
subcommittee can determine it was reconciled chiefly by reducing the 
statement of Government needs for some later period by that amount, 
but just what happened to this particular sum and why it was drawn 
out at the time its still not clear to the subcommittee. 

Actually, it appears that the mission had the opportunity offered 
to it by the Iranian Minister of Finance to exercise control over the 
budgetary expenditures of the Iranian Government. This is reflected 
in the memorandum of Jerome F. Fried to Mr. William E. Warne, 
dated December 8, 1953, wherein he stated that the Minister of Finance 
“would like more of our active participation in order to strengthen 
his hand in meeting at this time extraordinary demands on him.” 
Nevertheless, in somewhat similar fashion to its action in declining 
Mr. Mossadegh’s invitation to keep full control over technical-assist- 
ance funds, the mission, upon Washington’s explicit instructions, left 
all the responsibility for the expenditures of budgetary assistance 
funds in Iranian hands and confined itself simply to the role of con- 
sultant. 


Budget aid in fiscal year 1955 

By May 1954, within a week after the allocation to Iran of the final 
payment on the $60 million of budget assistance funds granted for 
fiscal year 1954 advices were being sent to Washington from the field 
indicating that an even larger amount of aid would be needed in 
fiscal year 1955. Although there was a prospect of a settlement of the 
oil dispute, it was pointed out that oil revenues, even when obtained, 
could not go to support the Government budget under existing Iranian 
law. Instead, they were scheduled to be used in their entirety to 
support the operations of the 7- Year Development Plan Organization. 

The amount of aid finally decided upon was $22.8 million for budget 
assistance. Later in the year another $30 million of budget assist- 
ance was made available, but under different conditions, since this was 
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supplied as a loan repayable over 25 years. Arrangements were also 
completed in November 1954 to establish a credit of $53 million in 
loans from the Export-Import Bank of the United States. 

Thus, there was made available a total of approximately $105.8 mil- 
lion, with $83 million of it in the form of loans and $23 million as an 
outright grant. 

During United States fiscal year 1955 the recorded use of these 
funds was as follows: 


Millions 
OT CT a ce mse cdcies 4s an chp dines ose meee eneianeneaee $29.8 
Wational Iranian Ol] O6.........unqocscnbencecmatiowncpaeslleeeee 
Payments to Government commodity agencies___...__._..-----------.-- L3 
Teme PEO TI a cig er ccc Spence deps eens peas ninhandigen halite ts bcinia aidan amebink: sda 
TATE. CUM NG a Silininceini:sci issn pceppienpindienenitiaitannaiii edie asi 
Techwical Cooperation PFOETAM, DECIOCUE..neqcccsncctnnesenlbgenpeeteninimmasindd eoianee 
OO a rps seen ques sen ep arch ocean engldncidintcali nmin tna anya iamnlae .17 
CN aa citi ihe ws cai chi pheboeee ds atpaiabanl diana 31. 27 


Since withdrawals reported of fiscal year 1954 funds covered the 
period up to August 15, 1954, the above figures represent expenditures 
for the 1014-month period from August 15, 1954, to June 30, 1955. 

Several aspects of this picture of the uses made of aid funds are 
noteworthy. First, the withdrawals to support the Government deficit 
were larger than the previous year, indicating no improvement had 
occurred in this area. Second, no payments are recorded to either 
the National Iranian Oil Co. or to the Plan Organization, presumably 
because an oil settlement had been reached in November 1954, and both 
of these organizations were now obtaining their income from that 
source. Payments to commodity agencies were being continued at a 
reduced level and no budget assistance funds were being allocated 
either to the impact program or the technical assistance program. It 
may be noted, however, that as far as the technical assistance program 
was concerned, the United States during this period had supplied $7.3 
million in local costs of that program. This, Seaver, was not unique 
since this was roughly the annual amount which the United States had 
been supplying for local costs from the beginning of the expanded 
program in 1952. 

Except for the Export-Import Bank line of credit these funds, as 
had been the case in the previous year, were supposed to be expended 
according to the planning table. However, although the plannin 
table called for a total of $6 million of the loan funds to be cxnendel 
by June 30, 1955, an extra $4 million was withdrawn by the Iranian 
Government during this period without prior consultation with the 
United States mission. The mission subsequently gave its approval 
to the excess withdrawal. 

An interesting sidelight on these Iranian expenditures is the fact 
that almost all of the United States dollars which had been made 
available on a grant basis had been used, but of the funds supplied on 
a loan basis only $10 million of the $30 million had been utilized. In 
part this is explained by the fact that the loan was not agreed upon 
until late in the United States fiscal year. But there appears to have 
been another reason as well, and that is a strong aversion on the part 
of the Iranian Government to use loan funds when outright grants 
are available. As one result of this, the initial disbursement from the 
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$53 million Export-Import Bank funds was not made until May 1956, 
a year and a half after the line of credit had been made available. 
Budget aid in fiscal year 1956 

As originally planned, the $30-million loan was scheduled to last 
until March of 1956 on the basis of withdrawals at the rate of $2 
million per month. It did not work out that way, however, and by 
October 1955 the mission was cabling Washington to the effect that 
Tran was headed for a crisis unless an additional $20 million in budget 
aid was made available. The development of this situation is 
described below. 

For fiscal year 1956 a sharp reduction in grants to Iran had been 
lanned. <A settlement of the oil dispute had been reached in Decem- 
er 1954 and oil income was once more available. Moreover, oil reve- 

nues were even larger than had been expected. Besides, the proceeds 
of the $30 million loan, according to the planning table, would be 
available until March 1956 at the scheduled withdrawal rate of $2 
million a month. 

Therefore, in June of 1955, only $27.5 million was to be given to 
Iran as an outright grant for budget support. Another $10 million 
was to be made available but in the form of a loan. Of the grant 
funds, $10 million was intended for ordinary budget deficits and $17.5 
million was intended to provide local money for a military construc- 
tion program for which the United States was supplying an addi- 
tional $7.5 million in direct forces support. 

In presenting the request to the Congress, the regional director of 
ICA, Mr. Seager, said that: 


* * * the Iranian Government next year is going to be able 
to undertake a rather modest economic development activity 
out of its own resources, after having funded the normal 
operating expenses. 


This plan, as it turned out, didn’t work. By September 1955, it 
was clear to United States officials that Iran’s Government spending 
was proceeding at a rate which would bring about a financial crisis 
within a matter of months and consideration was given to making 
available another $20 million. In February 1956, the United States 
offered Iran this $20 million on the basis that the amount would be 
half grant and half loan. Iran balked at the loan part and after 
weeks of negotiations, the United States finally agreed in March 1956 
to make the entire $20 million available on an outright grant basis. 

The subcommittee has no available information on how actual ex- 
penditures of these funds were made. However, it did learn that in 
March 1956, when final agreement was reached to make the grant of 
$20 million, the Iranian Council of Ministers approved a budget in- 
crease of approximately $20 million over the previously planned level. 

The subcommittee was told that the Iranian Government, after ap- 
proving this increase, subsequently said that expenditures would be 
held to the previous level. 

Meanwhile, oil revenues up to December 1955 had brought Iran 
more than $98 million, and in calendar 1956 were expected to exceed 
$180 million. 

To complete this picture, the subcommittee feels it is only necessary 
to add the fact that further budget assistance, although it bears the 
label “defense support,” is being granted to Iran in fiscal year 1957. 
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IRANIAN POTENTIAL FOR SELF-HELP 


The underlying purpose of United States aid to underdeveloped 
countries is generally conceded to be one of helping the recipient 
country to help itself. In a very real sense then, the success of such 
United States aid programs can be measured in terms of the extent 
to which the encouragement given by United States aid has stimulated 
effective measures of self-help. 

From this standpoint, the program of emergency assistance to 
Iran shows little in the way of success. The unfavorable trend of 
the Iranian Government’s budget deficit makes this particularly evi- 
dent. Not only has the Government budget shown a deficit every year 
but one since 1940, but that deficit has been climbing in each year that 
the United States gave budgetary aid, and in 1954 and 1955 reached 
the highest point in the entire 15-year period. The record shows, 
moreover, that during the period of greatest deficit, the Government 
revenues, even when oil income is excluded, were increasing. Yet ex- 
penditures were increasing at an even faster rate. These facts would 
indicate that United States budgetary assistance has not been effective 
in stimulating Iran to improve her Government management policies. 

There were three ways for the Government of Iran to overcome its 
budgetary difficulties: One was to reduce expenditures; another was 
to increase ordinary revenues; and the third was either to utilize cur- 
rent oil revenues now diverted from the Government budget or to ob- 
tain loans against future oil income. Each of these three possibilities 
is dealt with in detail below. 


Reduction in expenditures 


According to testimony received by the subcommittee, reductions 
in expenditures would accomplish very little in Iran. Salaries and 
services account for about 70 percent of the ordinary Government ex- 
penditures. That the Government payroll is overloaded with excess 
employees is generally admitted but, in the words of one witness— 


the problem cannot be met by simply cutting off large num- 
bers of employees to roam the streets and become threats to 
the stability of the Government. 


A current effort to deal with the problem, and one which offers con- 
siderable insight into conditions in Iran, is the device of keeping a 
large number of excess employees on the Government payroll at half 
pay but transferring them to the Ministry of Labor where they are 
available for assignment to work in industry and other presumably 
productive jobs. 

Increase in revenues 


The very unrealistic basis of the present tax position of the Govern- 
ment was made clear by the present United States mission director 
who told the subcommittee that over the last 2 years the Iranian 
Government has paid out in salaries and in Government contracts 
almost twice as much as it has collected in taxes. According to his 
testimony, there is no doubt in anyone’s mind that sizable improve- 
ments are needed in the field of tax collection. The subcommittee has 
had the benefit of some frank reports about the state of tax-reform 
measures in Iran and, based on this information, is forced to conclude 
that while there has been endless discussion of measures needed there 
has been little real accomplishment. Such efforts as have been made 
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appear to have taken the form of raising the price on essential com- 
modities, like sugar and tobacco, on the sale of which the Government 
has a monopoly, Regressive taxes of this sort are not considered the 
answer to Iran’s problem. The chief obstacle to needed and admit- 
tedly sound reforms is, of course, one which confronts every country 
in this regard. Increased taxation can never be popular. In recog- 
nizing this practical consideration, however, the subcommittee is con- 
scious of the fact that, however unpopular increased taxes may be in 
Tran, United States tax dollars have been making up Iranian deficits. 


Use of current oil revenues 


An earlier section of this report discussed the 7-year development 
plan and its scheduled financing. It was pointed out that the plan 

yas capable of being financed even if oil royalties did not exceed $40 
million a year. The law setting up the plan provided that beginning 
in 1950 all oil royalty payments were to go to the plan organization 
and none to the Government budget. In spite of the law, the Govern- 
ment found it impossible to maintain itself without some oil revenues 
and it therefore diverted some from the Plan Organization to support 
the Government budget. This occurred prior to nationalization of the 
oil industry in 1951 and prior to the advent of the Mossadegh regime. 

With nationalization oil income disappeared for more than 3 years. 
In the fall of 1954, a settlement of the oil dispute was reached and oil 
revenues once more began to flow. In the p aa from November 1954 
to December 1955 oil income to Iran was about $98 million. In calen- 
dar 1956 it is expected to exceed $180 million. Forecasts for the 
future fix the annual level at well over $200 million. 

The original irene plan, on whose projects the United States ex- 
pended more than $15 million since 1952, expired in 1955. Its place 
has been taken by a second 7-year plan whose official beginning was 
March 1956. Over the next 7 years it proposes expenditures of ap- 
proximately $933 million (70 billion rials at 75 to $1). 

Along with this new plan there has been a new distribution of oil 
revenues provided under Iranian law. Until March of 1958—for 2 
years, in other words—the Iranian Government will receive 10 percent 
of the total oil revenues, 30 percent will go to support the operations 
of the National Iranian Oil Co., with any excess to revert to the 
Government, and the remaining 60 percent will go to the Plan Organi- 
zation. These percentages were based on expected production levels 
of $144 million in 1956 and $188 million in 1957. If production ex- 
ceeded expectations the entire excess income was to accrue to the 
Government. Based on production of $180 million in 1956 this means 
that the Iranian Government in 1956 will get at least $50.4 million, 
the oil company $42.2 million, and the Plan Organization $86.4 
million.2 





11956—Production $180 million, or $36 million over expected $144 million. 
Distribution, according to law, would be: 





{In millions] 
Iranian Government $14.4 (10 Soreent of 4a). plus entire excess of $36___ 7“ 4 
National Iranian Oil Co. (30 percent of $144)_-----------2- 3.2 
Pian Onganmimation (60. percent: 00. 8166) oincindebertcinenccmemwecssninneinne 38. 4 
Ie i ach hd bh cece ini eb ehh ap anh oon Gil gh oh boca a hb hie ie a eine teddies 180. 0 


21957—Production of $200 million, or $12 million over expected $188 million. 
Distribution, according to law, would be: 


[In millions] 
Iranian Government $18.8 (10 percent of $188 plus entire excess of $12)__-_-_ = 8 
National Iranian Oil Co. (30 percent of — bi) Lh ceielvatitbieedaaddiddb bas 6.4 
Plan Organization (60 percent of $188) ~................-......-+-.------ 112: 8 
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in 1957, based on a $200 million estimated income, the figures would 
be: Government $30.8 million, oil company $56.4 million, and the 
Plan Organization $112.8 million.? 

After 1958 the shares of both the Government and the oil company 
are to be sharply reduced, with the Government getting about 5 per- 
cent of total revenues, the oil company 20 percent, and the Plan Organ- 
ization 75 percent. Again translating into terms of expected income 
of $200 million annually, this means $10 million to the Government, 
$40 million to the oil company, and $150 million to the Plan 
Organization. 

What these figures imply is that Iran’s finances are in such excellent 
shape that so far as money is concerned the huge second 7-year devel- 
opment plan could be carried out on a cash basis without borrowing 
1rial. For although the plan calls for the expenditure over 7 years 
of $933 million, the prospect is that oil income assigned to the plan 
will in the same period exceed $949 million, 

Over this same period, however, the Government budget will receive 
approximately $131 million, or just about enough to cover 2 years of 
the kind of deficits the United States has been financing since it began 
supporting their budget. 

When the subcommittee asked why it was not possible to divert 
enough. of the oil revenues to the Government at least to balance its 
budget, the chief answer given was that such a diversion would be 
politically very unpopular. 

Loans against future oil income 


If left to their own resources—and, as the foregoing section has 
demonstrated, Iranian resources appear to be more than ample—it 
would seem inevitable that Iran would of necessity divert sizable 
amounts of oil income to the Government budget. This would not 
mean slowing down the 7-year development plan, but would simply 
mean that some of it would be financed on a loan basis. 

There is historical evidence to justify an assumption that the annual 
budget deficit should not exceed $5 million a month, especially since 
the resumption of oil exports will mean increased Government reve- 
nues in general as a result of the improved state of the economy as a 
whole. If $60 million annually were allotted to the Government and 
the oil company received the currently planned $40 million, there 
would still be $100 million annually for the Plan Organization. The 
proposed $933 million plan could be financed over a 10-year period in 
just about the same fashion as the first 7-year plan was supposed to 
operate, and meanwhile the Government would be supporting itself. 

e subcommittee was told, however, that such a solution would be 
unpopular in Iran. 

Besides the unpopularity of diverting revenues from the Plan Or- 
ganization to the budget, there appears to be an Iranian aversion to 
loans. As has been mentioned earlier, the Export-Import Bank credit 
of $53 million, which was made available in 1954, was not utilized until 
1956. In part, this was due to the fact that the Plan Organiza- 
tion, to whom it was allocated, did not wish to be limited to pur- 
chases in the United States, a condition which is part of each Export- 
Import Bank loan. 

The resistance of the Iranian Government in both 1955 and 1956 
to accepting United States aid on a loan basis, which has also been 
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mentioned, was another noteworthy instance of Iran’s attitude toward 
aid in this form. As far as the subcommittee can learn, Iran’s basic 
aversion to loans stems from a fear that acceptance of a loan implies 
some kind of concession has been made by the Government. 

In making these frank observations the subcommittee does so in the 
knowledge that all of these facts are well known in Iran, publicly as 
well as privately. If there is any group of people who are not aware 
of them it isnot the Iranians. More likely than not it is the Americans. 

It might also be said that a review of this entire history of United 
States budgetary aid to Iran has led the subcommittee to recall the 
admiring comment of Mr. Warne, the former United States mission 
director : 


I would point out that in all the world the best bargainers 
I have ever found are the Iranians. 


PROGRAM PRESENTATIONS TO THE CONGRESS 


In view of the facts which have been presented in earlier sections 
of this report, a recurrent question is why the many and serious de- 
ficiencies which characterized the conduct of the Iranian aid program 
were either not recognized or, if recognized, were not promptly cor- 
rected. On the basis of the record, it would appear that at the mission 
level there was a failure to attach any overriding importance to the 

shortcomings of the program. It appears that criticism by any indi- 
vidual of the fiscal laxity and freewheeling nature of the operation 

resulted in either the removal of such an inharmonious person or in 
written reports to Washington by the mission director reflecting on the 
competence of the critic. 

This, however, is not a sufficient answer as to why corrective action 

was not taken by the International Cooperation Administration and 
its predecessor agencies; or, for that matter, why the congressional 
power of the purse was not brought into play. The answer here would 
seem to lie in the kind of information which has been presented, 
especially to the Congress, in describing the operations of the pro- 
gram. 

In the judgment of the subcommittee, as a result of this investiga- 
tion, the information contained in congressional presentations has 
been consistently misleading where it has not been altogether devoid 
of meaning. A review of the basic justifications, as resented to the 
Congress from the outset of the expanded technical-assistance pro- 
gram, clearly establishes this point. In connection with the funds 
requested for fiscal year 1952, the Congress was told that the idea 
of the technical-assistance program was to help Iran to help itself; 
that no solution of Iran’s balance-of-payments problem was being 
proposed. 

The next year, the Administrator of TCA told the Congress on 
May 15, 1953, that the Iranian economy was in better shape than the 
previous year, “in spite of the fact that they have had none of their oil 
revenues or anything else.” Yet, a little more than 3 months later, 
the economy of [ran was considered to be in such dangerous shape 
that $60 million in budget assistance was being requested. The jus- 
tification for this expenditure was the necessity for assuring a stable 
government. About 6 months later, on April 13, 1954, the House 
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Foreign Affairs Committee was told, in formal session, that a stable 
government had been restored and that special assistance to ran was 
needed “to keep that country operating pending the oil settlement.” 

The following year, on May 12, 1955, the Senate Foreign Relations 
Committee was told that oil revenues were returning slowly and that 
further assistance to the civilian economy would be planned on a loan 
basis. Outright grants continued to be made, however, and on April 
24, 1956, the justifications presented to the Congress no longer talked 
of a stable government or returning oil revenues, but introduced the 
element of an enlarged defense effort following upon the signing of 
the Baghdad Pact. What this picture adds up to is simply that we 
have, from 1951 through 1956, spent over a quarter of a billion dollars 
cf United States tax money in Iran, including 3 years of support to 
that Government’s extraordinarily flexible budget, at an average rate 
of $5 million a month, with a new set of justifications and a new set 
of reasons being presented to the Congress each year as to why aid 
at this level should be continued. 

As significant as the statements made in behalf of the program have 
been, the subcommittee finds that presentations to the Congress have 
been even more notable for the facts they have omitted. ‘There has 
been a consistent failure to indicate to the Congress that Iran in many 
respects, and even during the period of oil nationalization, was es- 
sentially a solvent country quite capable of working out its own 
financial problems. 

The essential and secure source of Iran’s wealth, namely, her oil, 
is sufficiently recognized in the world’s financial circles to make the 
negotiation of long-range loans quite feasible. Yet Iran has been 
reluctant to use its loan opportunities, both through the Export- 
Import Bank and the International Bank for Reconstruction and 
Development, and this reluctance is apparently explained by Iran 
on the grounds that loans are politically unpopular while outright 
grants are not. 

There was, as well, a failure to tell the Congress that $10 million 
of United States aid funds used to underwrite a currency issue could 
have been obviated by a change in Iranian law. Expert witnesses 
before the subcommittee admitted that the Iranian currency, even 
before this $10 million transaction occurred, was one of the best 
backed currencies in the world. Moreover, an examination of the 
gold and foreign exchange holdings of the Bank Melli, Iran’s central 
bank, showed its position to be strong throughout the period of so-called 
crises. 

A careful review of the explanations offered as to why we have 
been giving budgetary assistance to Iran at the rate of $5 million a 
month for the last 3 years, fails to disclose any frank acknowledgment 
of the fact that we have been supporting the Iranian Government’s 
day-to-day operations because they failed to rearrange their manage- 
ment of their own financial resources. 

The subcommittee’s investigation disclosed, for example, that meas- 
ures of self-help such as reducing Government payrolls and intro- 
ducing tax reforms have been endlessly discussed but not acted upon 
in any serious way. More importantly, Congress has not been frankly 
told that although Iran’s oil revenues may not yet be up to expected 
levels they are currently four times greater than her income from 
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that source prior to nationalization. Since United States dollar aid 
had been supplied, Iran has preferred to employ these revenues in 
their second 7-year development plan. Yet presentations to Con- 
gress omit mention of the fact that the Iranian Government in the 
past, when left to its own resources, found it politically possible to 
divert funds from long-range development plans to support day-to- 
day operating costs of its Government. In this connection, it does 
not seem to have been brought out, other than through this subecom- 
mittee’s investigation, that even when oil revenues are at their ex- 
pected level, under current Iranian law almost none of them can be 
used to support the Government. 

Finally, the record of this investigation shows that Iran’s Gov- 
ernment deficits have been increasing each year and averaged the 
highest point in history in the same year that United States gave them 
the maximum amount of budgetary assistance to wipe out their defi- 
cits. In other words, there is every reason to suppose that, rather 
than controlling expenditures and increasing revenues and taking 
other measures of self-help, our aid has merely encouraged expanded 
Government activities and greater deficits than ever. Chronic mis- 
management is a major factor in Iran’s financial problems. The fact 
that our current technical-assistance program in Iran is making public 
administration a major effort would seem to indicate a belated recogni- 
tion of this fact. 

When specific details of congressional presentations are considered 
this subcommittee notes the consistent failure of ICA and its pred- 
ecessor agencies to tell the Congress that administratively the United 
States mission in Iran had more money than they could possibly 
manage effectively in view of their personnel shortages. 

The faults of the use of the so-called illustrative program are amply 
demonstrated in congressional presentations on Iran. 

Illustrative programs are not actually programs in any planned 
sense. Instead, they are lump-sum requests for funds under broad 
categories such as agricultural and natural resources, or health and 
sanitation, supplemented by a general narrative statement of the 
agency’s intentions for the year. 

The more significant thing, however, is not the lack of specificity 
of the justifications, but rather the fact that they involve no com- 
mitment that the money appropriated will be spent for the items 
mentioned. 

The entire presentation is intended to be only illustrative of the 
way the agency expects the money will be spent. Only after Con- 
gress has appropriated the money does the International Cooperation 
Administration get down to the business of doing firm and specific 
planning and negotiating with the host country government. The 
next year Congress will be told, under similarly broad categories, how 
the expenditures were actually made. 

The essential justification given by the agency for continuing the 
illustrative method of programing and budget presentation is that 
United States representatives in the field must have a firm allotment 
of money in hand before they can negotiate programs with aid-receiv- 
ing governments. According to spokesmen for the International 
Cooperation Administration foreign government officials will not 
negotiate agreements on a hypothetical basis. They must be assured 
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that United States funds will be made available. The subcommittee 
has no basis for disputing this, but it does feel impelled to point out 
that not only does it put the United States in the position of accepting 
hypothetical commitments by host governments but it also involves 
asking the United States Congress to grant firm amounts of money 
on the hypothetical basis that a good use will be discovered for it. 
This subcommittee closely scrutinized the program presented to 
Congress for fiscal year 1955 and compared it with how the money 
actually was obligated as of the end of that fiscal year. One of the 
most striking things is how funds have been shifted within and 
between various categories under which they were initially requested. 
A study of the ICA worksheets on which the congressional presen- 
tation was based proved illuminating. The Congress was told that 
of $40 million of development assistance to be furnished Iran in fiscal 
1955, approximately $33 million was to be used for supplies and equip- 
ment, while the remaining $7 million was to be expended on local 
costs and contract services. The worksheets, however, showed approx- 
imately $7 million was to be used for supplies and equipment and 
$33 million for items falling under the leak costs category. In sub- 
sequent reporting to the Congress obligations under the supplies and 
equipment category were shown at about $22 million, yet the agency’s 
records, which were not made available to the Congress, show obli- 


gations for this category of only $2.4 million as of June 30, 1955. It 


is entirely possible that some of this switching has been due to con- 
fused bookkeeping, but the net result is that it is a hopeless task for 
Congress to attempt to exercise control over expenditures based on 
budget requests so arranged. 

One specific item can serve to illustrate the kind of shifting funds 
which frustrates any attempt to find out what happened to appro- 
priated dollars. In the congressional presentation for 1955, under the 
category of transportation, communications and power, there was a 
request for development-assistance funds in the amount of $4,501,000. 
Although it was a detail not shown in the congressional presentation, 
$2,420,000 of this was for project No. 73, construction of the Karadj 
Dam. Of this amount, $2,170,000 was for supplies and equipment, and 
$250,000 was for a construction contract. Also not shown was an item 
of $2 million which Iran was supposed to put into this activity. Sub- 
sequent to receiving the appropriation, ICA/Washington determined 
not to go ahead with financing this project. The $2,400,000 disap- 
peared from this category and, as far as it is possible to analyze the 
records, showed up as an increase in unspecified local costs, of what 
kind and for what purpose it is impossible to determine. In any event, 
the total obligations to the Iranian program showed no reduction. 

The issue of the Karadj Dam is a particularly informative one as 
far as the subcommittee is concerned, since even during the course of 
its public hearings the information supplied to it cannot be regarded 
as other than misleading. As covered in earlier sections of the report, 
the initial agreement on this project called for a maximum expendi- 
ture by the United States of $1.4 million, yet the 1955 budget request 
included $2.4 million more. The attempt was made to convince the 
subcommittee that this additional sum was simply for engineering 
studies and had nothing to do with constructing the dam itself, even 
m the face of the fact that the agency’s own records showed that 
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$2,170,00u was for such supplies and materials as compressors, hoists, 
tractors and similar construction equipment. 

In connection with reports to the Congress on the use of budgetary 
assistance funds the most glaring omission is the absence of informa- 
tion on what was done with them once they were received by the host 
country. Reports to the Congress go into considerable detail as to 
the form in which this assistance was made available, whether in im- 
ports of sugar, vehicles, industrial machinery, and so on. Yet, for 
the most part, this tells the less significant aspect of the use of budget- 
ary assistance funds. What counts most is the way the recipient gov- 
ernment spent the money received by it through these imports, : and on 
that side of the picture congressional presentations are very nearly 
silent. As an example, the “congressional presentation material de- 
scribing how the first budgetary assistance funds were used treats 
this aspect of the picture in the one following sentence 


The total effect of these various forms of assistance has been 
to provide the Government of Iran with a source of local cur- 
rency with which to help meet government operating ex- 
penses, and to carry out minimum essential projects in hous- 
ing, road improvement, water supply, and health. 


Nowhere does it mention $3 million used to raise Government sala- 
ries, $12 million used to make up deficits of the National Iranian Oil 
Co., $1.1 million for bonuses to the army, police, and gendarmerie. 
Nowhere does it mention that after receiving United {States aid, the 
budget deficit increased rather than decreased. Even where the presen- 
tation stresses the illegal expansion of the Iranian currency under the 
Mossadegh regime, in descr ibing the chaotic situation of August 1953 
it omits mention of the fact that the currency even after expansion was 
still sound and that the new government found it necessar y to under- 

take a similar expansion and in that connection to have the currency 
law liberalized. 

In the judgment of the subcommittee, the Congress should require 
as a condition of all future grants of budgetary aid an accounting 
not only of how United States dollars were expended in the U nited 
States, but how the resultant income was utilized by the receiving 
country. It is this latter information which affords the only sound 
basis for judgment as to whether it is being wisely used. Perhaps 
most noteworthy in this connection is the fact that reports from the 
field to the Department of State and to ICA in Washington contain 
this kind of information, but the Congress never gets it without 
digging for it. 

The overwhelming reluctance which key ICA officials have dis- 
played in laying their cards on the table before this subcommittee, 
indeed the apparent intent of some of the principal witnesses to snow 
the subcommittee under with irrelevant and gratuitous side issues, 
has shaken the subcommittee’s confidence in the soundness of the 
reports on which Congress has based its judgments of the entire for- 
eign-aid operation. Asa result, the serious deficiencies in the Iran pro- 
gram are not now the principal concern of the subcommittee. With 
the exercise of a good deal of charity it might be possible to under- 
stand many of these as isolated and peculiar tothe time and place. 
But the most far-reaching and disturbing discovery the subcommittee 
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made in the course of this investigation was that the principal officials 
in charge of this program either could not recognize these deficiencies 
or were dedicated to the task, especially in dealing with the Congress, 
of defending by highly questionable means indefensible performances. 

The subcommittee recommends, therefore, to the Congress that it 
give wholehearted support and continuous attention to responsible 
studies being made or to be made of foreign-aid programs, especially 
those under congressional auspices. It is apparent that tremendous 
obstacles will confront every such effort. For this reason, superficial 
reviews over brief periods of time can be worse than useless. In this 
field of government operations, perhaps more than in any other, 
haste is apt to overlook many essentially black situations which tend 
to escape notice by being covered with a coat of whitewash. 

Perhaps the most sobering thought to be expressed about the 
Iranian-aid program is that it is inextricably wound up with our 
foreign policy as a whole in Iran and if our foreign policy today in 
other lands is as entangled with economic-aid operations of the kind 
described in this report, it is leaning on a poor kind of instrument 
indeed. Even more serious is the fact that corrective action, obvi- 
ously vo badly needed, in the conduct of aid operations cannot but 
severely wrench the whole fabric of our current concepts of forei 
yolicy. To that extent, precipitate action is fraught with difficulty. 
Vet, if the only way to prevent the further degeneration of foreign 
aid is to take such action, it would perhaps be well worth whatever 
risks may appear to be involved. 





ADDITIONAL VIEWS OF HON. HENRY S. REUSS 


I join my colleagues in deploring the disorder which characterized 
the administration of United States aid to Iran in the years 1951-56. 

The experience in Iran is tragic not only because of the obvious 
waste of taxpayers’ dollars, but because of the equally wasted oppor- 
tunities for really fruitful employment of United States aid funds. 
The quarter-billion dollars spent in the “crash” program of Iranian 
aid did not yield the results that might have been obtained by more 
prudent utilization of the funds. Indeed, there is strong ground for 
concluding that the easygoing and unimaginative U nited “St: ites aid 
program tended to remove the Iranian Government’s incentive to 
modernize itself and thus bring about a better life for its people. 

One is struck, for instance, by the possible benefits inherent in the 
successful completion of the Karadj Dam. Such capital development 
could have generated further productivity and contributed to the 
permanent benefit of the Iran economy. Instead, the United States 
continued to allot dollars to the project with insufficient engineering 
preparation, and with only oral assurance from Iranian officials that 
the dam would in fact be completed. In fact, the dam has not even 
been started. 

Again, the assistance granted Iranian students stranded in the 
United States by exchange controls could have been directed toward 
specific benefits. ‘Training carried out under the United States tech- 
nical cooperation program has proved its value in many lands. Even 
accepting the emergency considerations which led to the Iranian 
student-aid program, w hy could not this program have been directed 
to the acquisition of skills closely related to the developmental needs 
of the country d 

In granting budgetary assistance to the Zahedi Government, there 
was no attempt to initiate reforms in fiscal management. The ineffi- 
cient system was simply given a new lease on life by temporary trans- 
fusions—outright subsidies to meet recurring deficits. For example, 
if a team of tax experts had worked with the Iranian Government as 
advisers on tax problems, some permanent benefit might have come of 
it. 

One of the reasons for the poorly planned and carelessly executed 
aid program in Iran clearly was the inadequate staff to which was 
assigned a multi-million-dollar undertaking. Partly through this 
deficienc y the Iranian Government was enabled to demand ver y y nearl 
what it wanted both as to amounts and types of United States aid. 
Money was handed over to the Iranians wholesale in fear that they 
would otherwise come under Communist persuasion. 

It would appear that the respect of the Iranians would have been 
more readily gained through efficient and well-planned administration 
of the funds. At the same time, an example would have been set for 
the Iranians to follow in administering their own funds. It will be 
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noted that Mossadegh himself suggested that the United States super- 
vise the spending of its money. “Tt is understandable that the recip- 
“rm distrust any political strings attached to the aid program. But 

this does not mean that no economic strings (such as fiscal supervision ) 
may be attached to assure that the money is wisely spent. 

The experience with Iran should serve as a warning to the Congress 
that indiscriminate amounts of foreign aid, authorized on an inade- 
quate showing of how the money is to be spent, are more likely to fore- 
stall progress than to speed it. One must seriously question whether 
even the initial purpose of such “crash” programs—namely, attaching 
the recipient more firmly to the western side—could not be better 
accomplished by more discriminate appropriations. 

Friends and allies cannot be bought. The purpose of foreign aid 
should not be to “buy” friends, but to help establish sound economies in 
which stable and responsible government is possible. Then, as under- 
developed peoples move toward a better economic, political, and social 
life, we can confidently hope that they will voluntarily opt for our 
side, and not for communism. 

The Iranian experience should not be taken as a wholesale condem- 
nation of foreign aid. Instead, it should serve as a guide to the Con- 
gress to insist upon more careful programing and accounting of 
funds. Crash programs sheaia be examined in the fullest possible 
detail to make sure that we are not merely attempting to outbid Russia 
for the recipient’s favor. Such examin: ition would not only save tax- 


Y 


payers’ dollars, but would insure the greatest effort to realize the full- 
est potential from the foreign-aid program. 
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AVAILABILITY OF INFORMATION FROM FEDERAL 
DEPARTMENTS AND AGENCIES (PROGRESS 
OF STUDY, JULY-DECEMBER 1956) 


FEBRUARY 22, 1957.—Committed to the Committee of the Whole House on the 
State of the Union and ordered to be printed with illustrations 


Mr. Dawson of Illinois, from the Committee on Government Opera- 
tions, submitted the following 


SECOND REPORT 


On February 20, 1957, the Committee on Government Operations 
had before it for consideration a report from its Special Subcommittee 
on Government Information entitled “Availability of Information 
From Federal Departments and Agencies (Progress of Study, July- 
December 1956).” 

After full consideration of the report as submitted by the subcom- 
mittee, upon motion made and seconded, the report was unanimously 
approved and adopted as the report of the full committee. The 
chairman was directed to transmit a copy to the Speaker of the House. 


INTRODUCTION 


The Special Subcommittee on Government Information was char- 
tered by Hon. William L. Dawson, chairman of the House Committee 
on Government Operations, on June 9, 1955. Chairman Dawson in- 
structed the subcommittee to study charges that Federal executive 
and independent agencies have withheld information from the press, 
the public, and the Congress. He directed the subcommittee to investi- 
gate the costs of information activities, as they affect the economy 
and efficiency of the Government, and to seek practicable solutions to 
the problems of unnecessary restrictions on information. 

On July 20, 1956, the House Committee on Government Opera- 
tions unanimously adopted House Report No. 2947, 84th Congress, 2d 
session, covering most of the areas the Special Subcommittee on Gov- 
ernment Information had studied to that time. Since last July there 
have been a number of other important developments and this progress 
report is designed to outline those developments. 

_ Much additional work must be done to develop policies which will 
msure access to information from the departments and agencies of the 
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Federal Government. The major areas yet to be studied include the 
Departments of State and Justice and the Atomic Energy Commission. 
Irformation problems to be considered in connection with the De- 
partment of State include testimony at subcommittee hearings with 
officials of other agencies that some restrictions on military informa- 
tion are imposed by the State Department. This implies a dangerous 
blurring of the distinction between international politics and the 
military security which is necessary to national survival. There have 
been complaints that information about State Department activities 
has been delayed unreasonably, obscured, or occasionally refused. 

The study of information problems in connection with the Depart- 
ment of Justice should include the memorandum prepared by the 
Department to accompany the President’s letter of May 17, 1954, to 
the Secretary of Defense. This letter and the accompanying mem- 
orandum have been held up repeatedly as a weak legal shield of 
authority to refuse information to the Congress and the public. The 
legal interpretations of Justice Department officials also have resulted 
in the citation of questionable statutes as authority to restrict or delay 
information to the public. Congress also has been denied information 
on the contention that the information requested is involved in Jus- 
tice Department investigations. 

New regulations adopted by the Atomic Energy Commission to 
outline available information must be studied carefully, for the agency 
determines how many facts the Congress, scientists, and the general 
public will be given about the highly sensitive and important problems 
of nuclear energy. There have been complaints that the AEC has 
obscured information which other agencies of the Federal Government 
make available regularly. New AEC guides on security classification 
also should be studied. 

Since the adoption of House Report No. 2947, 84th Congress, 2d ses- 
sion, the subcommittee has held additional hearings on the information 
practices and policies of the Department of Defense. The facts de- 
veloped from these hearings and the subcommittee’s conclusions and 
recommendations for improvement in the flow of Defense Department 
information are to be included in a separate report, following further 
hearings with Pentagon witnesses. 

The subcommittee has been working on legislative proposals which 
will help remove some of the restrictions on information. These pro- 
posals and their background are to be considered in a separate subcom- 
mittee report. The general counsels of major executive departments 
and independent agencies participated in a panel discussion of the 
particular legal problems involved in restricting information. The 
answers to 43 questions presented to the lawyers as part of the panel 
discussion are to be made public. 

The subcommittee has sought the advice and counsel of specialists 
in the information field, such as newspapermen, scientists, and lawyers. 
The comments and suggestions of others who use information—repre- 
sentatives of civic organizations and business groups, for instance— 
also should be sought. Other work to be done includes a possible 
revision of the subcommittee’s basic questionnaire of November 1955 
on the information practices and policies of the Federal executive 
branch. 
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SuMMARY 


Since the adoption of House Report No. 2947, 84th Congress, 2d ses- 
sion, on July 20, 1956, some executive and independent agencies have 
taken positive steps to remove unnecessary restrictions on information. 
Following contacts by the Special Subcommittee on Government In- 
formation, other agencies have moved part way toward a freer flow of 
information. Still other agencies have taken no action to improve 


their information practices. Following is a summary of developments 
covered in this progress report : 


A. REMOVAL OF INFORMATION RESTRICTIONS 


1. The General Services Administration revised a regulation which 
had restricted access by news photographers to Federal public build- 
ings. The new regulation and accompanying memorandums require 
building custodians to assist photographers in presenting visual in- 
formation to the public. (See sec. I.) 

2. The Civil Service Commission and the Post Office Department 
agreed to make public the names of candidates eligible for appoint- 
ment to local postmasterships. (See sec. II B.) 

3. The Treasury Department agreed to make public the administra- 
tive settlement of fines, penalties, and forfeitures for import-law vio- 
lations. (See sec. III A.) 

4. The Federal National Mortgage Association decided that in the 
future it will announce to the general public changes in mortgage pur- 
chase prices. (See sec. IV.) 

5. The Interstate Commerce Commission dropped plans to make 
railroad accident information confidential as part of a revision of its 
regulations on statistics. The Commission decided, instead, to hold 
a public hearing on the question of confidentiality of statistical in- 
formation. (See sec. V.) 

6. The Rural Electrification Administration agreed to publish in its 
annual energy purchased report a chart showing comparative costs of 
electric energy purchased by REA borrowers from et and public 


power sources. The comparative chart had been deleted from annual 
REA reports since 1953. (Seesec. XII.) 


B. IMPROVEMENT OF INFORMATION PRACTICES 


1. The Civil Service Commission established more definite guide- 
lines on the availability of names and salaries of all Federal employees. 
Although the new guidelines represent an improvement, they do not 
recognize the taxpayers’ basic right to know who is being paid from 
public funds. (Seesec. IIT A.) 

2. The United States Coast Guard adopted regulations improving 
information practices in connection with marine boards of inquiry, but 
the revised regulations still retain questionable restrictions and make 
the agency itself the sole judge of the “public interest.” (See sec. VI.) 

3. The Treasury Department agreed to make public compromise 
settlements of prosecutions for refilling liquor bottles. Compromise 
settlements of penalties for adulteration or similar violations still are 
not made public. (See sec. IIT B.) 

4. The Federal Trade Commission has agreed to undertake a gen- 
eral revision of its regulations on public information. (See sec. VII.) 
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5. The Agriculture Department increased the amount of informa~ 
tion available about advisory committees, but the Department still re- 
fuses to publicize advisory committee information which might affect 
the market. This is exactly the type of information which could give 
“insiders” a special advantage. (Seesec. VIII A.) 

6. The Federal Trade Commission agreed to make available more 
information about its trade-practice committees. The Commission 
contended, however, that the release of further information should de- 
pend upon proof that publicity would not impair the usefulness of 
the committees. (See sec. VIII B.) 

7. The Veterans’ Administration released a report on a land-valua- 
tion survey in the Portland, Oreg., metropolitan area after contacts 
from the subcommittee. Clarification of the availability of such re- 
ports has been suggested to prevent future restrictions on similar 
information. (See sec. LX.) 

8. The General Services Administration is working on a revision 
of the order establishing a congressional liaison office. Revision of 
the order will prevent the possibility of the liaison system restrict- 
ing, rather than expediting, information for Congress. (See sec. X.) 


C. CONTINUING INFORMATION RESTRICTIONS 


1. The Office of Strategic Information has continued to operate, even 
though no apparent justification was found for the agency from the 
viewpoint of efficiency and economy of the Government. Instead of 
carefully considering the removal of a bureaucratic barrier to informa- 
tion, the Commerce Department assigned the review of this important 
problem to an official about to leave on an extended foreign tour. See 
sec. XI.) 

2. The Treasury Department continues its refusal to make public 
applications for tax-exemption from organizations which claim non- 
profit, nonpolitical status. The Department has neither taken adminis- 
trative action which could free the information nor has it followed 
through on a promise to sponsor a legislative proposal for the same 
purpose, (See sec. IIT C.) 


CONCLUSION 


The maze of Federal restrictions on the people’s right to know is 
becoming a little less complicated as clear policies are developed to 
spell out the basic right. 

Recent activities of the Special Subcommittee on Government In- 
formation have bolstered an earlier conclusion that a major cause of 
the restrictive maze is the attitude of the Federal executive agencies. 
The 25th Intermediate Report of the House Committee on Government 
Operations (54th Cong., 2d sess.) defined this attitude as one “which 
says that we, the officials, not you, the people, will determine how much 
you are to be told about your own Government” (H. Rept. 2947, 84th 
Cong., 2d sess. ; p. 81). 

This papa-knows-best attitude is expressed, for instance, in the idea 
that the names and salaries of Federal employees will be given out 
only when an official believes such information is in “the public 
interest”—only when a “responsible” person seeks the facts for a 
“reasonable” purpose. (See sec. IT A.) 
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The executive agencies adopt this paternalistic attitude not only to- 
ward information about their own activities but also toward the facts 
they gather in the daily execution of their duties. The agencies which 
enforce the laws passed by the Congress sometimes contend that the 
public and its elected representatives have no right to oversee the 
operations of the agencies, 

Thus, the Treasury Department penalized violators of import laws 
but did not tell the public the size of the administrative penalty, con- 
tending such secrecy was in the “public interest.” (See sec. If A.) 
After contacts by the subcommittee the Treasury Department agreed 
to make this information available, and the Department is to be con- 

atulated for this move toward fuller public information. The 

reasury Department also took a small step toward making some in- 
formation available about similar penalties levied against those who 
violate Federal liquor laws, but many of the facts in this area still 
are withheld in the “public interest.” (See sec. III B. 

The Coast Guard decided to make available more information about 
penalties assessed against violators of marine law. Even the im- 
proved regulations give the advantage to the person charged, claiming 
it is in the “public interest” to do so. (See section VI.) 

The Agriculture Department continues to insist that it cannot pro- 
vide full information about the committees appointed to give advice 
on the important farm programs. The Department’s attitude is that 
there are situations where withholding of information “is essential 
in the public interest.” (See sec. VITI A.) 

Throughout the study of the subcommittee, Federal agencies have 
claimed they restrict information only “in the public interest.” The 

hrase has become a cliché which unwittingly describes the attitude of 

ederal executive agencies that Government officials—not the people 
nor their elected representatives—have an inalienable right to decide 
what facts of Government will be made public. 

The problems posed by this paternalistic Government attitude to- 
ward the people’s right to know what their agencies are planning and 
doing were well expressed by the Louisville Courier-Journal on July 
31,1956. Editorially, the newspaper said : 


Now that the committee has found a broad and pronounced 
trend in government to keep the public’s business a secret from 
the public, what’s to be done about it? The committee ac- 
curately attributed the trend to “attitudes.” It will not be 
reversed until the attitudes are reversed. 


Other publications commented on the Federal attitude of secrecy, 
concluding that much more work must be done to correct the attitude. 
Editor and Publisher, the journal of the fourth estate, said on August 
11, 1956, that the subcommittee— 


has been the closest thing this country has ever had to a 
“watchdog committee” or a “people’s advocate” to tear down 
the curtains of secrecy. 


The magazine added : 


There is beginning to take shape some badly needed ground 
rules for Government information policies. For too long 
the release of official information has been left to the arbitrary 
discretion of many department heads. The subject of what 
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their Government is doing is too important to the American 
people to be permitted to be hidden behind various degrees 
of censorship and secrecy. A permanent “watchdog com- 
mittee” is needed. 


On August 5, 1956, the Washington Post and Times Herald, com- 
menting on the work of the subcommittee, stated : 


Already it is clear that the invaluable contributions such 
a group can make and the chronic nature of the secrecy bug 
require that congressional scrutiny be established on a per- 
manent basis. None of the “watchdog” functions of the 
parent Government Operations Committee is more impor- 
tant—to the people, to Congress, and to the proper function- 
ing of the executive branch itself. 


The Hartford Courant commented, on July 29, 1956, that the work 
of the subcommittee— 


carried to completion, could do much to reverse a dangerous 
trend among Government officials today. As Government 
grows bigger and more bureaucratic, more and more officials 
find it fittmmg to do their business in secret. 


The newspaper commented on the conclusion, in the summary 
adopted as part of House Report 2947, that the withholding of in- 
formation by executive agencies should be subject to judicial review 
and that the agency official who refuses information should be re- 
quired to prove his authority to do so. The newspaper stated: 


Yet to establish the principle that the burden of proof 
should be on the Government suppressor of news is not easy. 
Involved are such things as the constitutional separation of 
powers, under which the Executive has often denied informa- 
tion to Congress; military security, and even a sincere if 
misguided belief that much of the public business is best 
done in private. We shall have to fight this one out through 
the years. But here is a refreshing philosophy to meet a 
growing need. It may yet become a milestone in the history 
of free government. 


The St. Louis Post-Dispatch commented editorially on August 8, 
1956 that the— 


next Congress should make an early start on cutting through 
the “paper curtain” which was condemned in a report made 
to the last session too late for action. Meantime, the executive 
branch should be guided by these condemnations of govern- 
mental secrecy even though not yet directed by law to do so. 


Some of the independent and executive agencies of the Federal 
Government have started to tear down the barriers of secrecy erected 
over the years between Government operations and the public. A 
continuing study of the availability of information can result in ad- 
ministrative actions further reducing unnecessary secrecy and it can 
develop recommendations for congressional action spelling out the 
people’s right to know. 
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I. PuHorocraruy In Pusiic BurtprnGs 


The General Services Administration has removed most restrictions 
on news photography in public buildings as the result of contacts by 
the Special Subcommittee on Government Information. 


GSA regulation 10 of the list of rules governing public buildings. 
and grounds stated : 


10. Photography.—Taking photographs for commercial 


or publication purposes within property is prohibited unless 
prior permission is obtained. 


Acting under the regulations, a building custodian had denied a 
photographer for the Charleston (W. Va.) Daily Mail permission to 
take pictures of Internal Revenue Service activities in a Charleston 
Federal building. The Internal Revenue Service had requested the 
news pictures. The instance was brought to the attention of the 
subcommittee by the newspaper and by members of the freedom of 
information committees of the American Society of Newspaper Ed- 
itors and of Sigma Delta Chi. 

On August 23, 1956, the GSA adopted the following new regula- 
tion on photography in public buildings: 


10. Photography for news, advertising, or commercial pur- 
poses.—Permission will be granted by the General Services 
Administration building superintendent or custodian in 
charge for taking photographs for news, advertising, or com- 
mercial purposes within the property, provided the consent 
of the occupant agency or agencies has been obtained. 


On the same date, GSA issued Public Buildings Service Order 
No. 64 clarifying photographic access to public buildings. <A similar 
memorandum was sent to the heads of all Federal agencies. 

The order states no permission is needed, generally, to photograph 
features of buildings which are open to the public. The order adds: 


The superintendent or custodian shall take prompt action 
on requests from photographers by notifying tenant agen- 
cies that photographers have requested permission to take pic- 
tures in the space assigned to the agencies. The superintend- 
ent or custodian shall advise the photographers whether or 
not the necessary consent has been obtained. 

In all circumstances, GSA officials and employees shall be 
as helpful as possible so as not to prevent or delay the takin 
of photographs. To the extent that GSA personnel an 
equipment permit, the superintendent or custodian shall assist 
photographers in placing heavy photographic equipment and 
making attachments to powerlines. 

In the event a tenant agency invites, or upon request ar- 
ranges for, photographers to take pictures in the space as- 
signed to that agency, the tenant agency should immediately 
advise the superintendent or custodian of the arrangement. 
This advance notice will avoid needless delays, expedite ac- 
cess by photographers, and give the superintendent or cus- 
todian the time necessary to detail guards, electricians, or 
other service personnel, if available, to assist photographers. 
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Oral notice will be sufficient at all installations other than 
those under security regulations. The notice should be in 
writing whenever a security installation is involved. 


_ The improved regulations on photographic access to public build- 
ings were developed through the following correspondence: 


ConGRESS OF THE UNITED STATES, 
House or REPRESENTATIVES, 
GOVERNMENT INFORMATION SUBCOMMITTEE OF THE 
CoMMITTEE ON GOVERNMENT OPERATIONS, 
February 8, 1956. 
Hon. Epmunp F. Mansore, 
Administrator, General Services Administration, 

Washington, D. C. 

Dear Mr. Mansvre: In its study of the availability of information 
to the public from the Federal executive agencies, the House Govern- 
ment Information Subcommittee is very interested in GSA regula- 
tions limiting access on the part of photographers to public buildin 

Telephone conversations between the subcommittee staff and GSA 
representatives, particularly with Mr. Donald Lehman, of the GSA 
Information Office, indicate your agency is interested in clarifying 
restrictive regulations which in some cases have led building custo- 
dians outside of Washington, D. C., to refuse, arbitrarily, permission 
to take photographs in the public buildings. It is the understanding 
of the subcommittee that a policy statement is being prepared to 
clarify this situation and to point out that building custodians are 
not to refuse permission to take pictures because such picture-taking 
might interfere with the orderly office routines of a tenant agency. 
Decisions on this subject can only be made by the tenant agency and 
the custodian naturally should do everything possible to aid photog- 
raphers and other representatives of news-gathering media. 

This is in line with your answer to question 4 (c) of section 2 of 
the subcommittee’s questionnaire on information practices and policies, 
where you pointed out that the effect of the rnle governing the taking 
of pictures “is helpful, not restrictive.” The regulation in question 
states, however : 

“10. Photography.—Taking photographs for commercial or publi- 
cation purposes within property is prohibited unless prior permis- 
sion is obtained.” 

This is an extremely negative regulation, comparable to other regu- 
lations on information practices which the subcommittee has discussed 
during public hearings with other Federal executive agencies. When 
the negative, restrictive nature of the regulation was pointed out to 
the other agencies, they have almost uniformly agreed to amend the 
regulations to express clearly a positive information policy. 

I wonder whether an amendment of your regulation 10, concerning 
photography, might not be advisable to emphasize your positive atti- 
tude to aid newspaper photographers, as pointed out in your answer 
to the subcommittee’s questionnaire, instead of emphasizing the nega- 
tive attitude to prohibit public access to public buildings through the 
medium of photography. 

The subcommittee would like to know whether you plan to take any 
action along these lines and also wishes to be informed of any policy 
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statements drafted to clarify the situation. This matter most likely 


can be handled without the necessity of a time-consuming subecommit- 
tee hearing on the subject. 


Sincerely yours, 
JoHN E. Moss, Chairman. 


GENERAL SERvICcES ADMINISTRATION, 
February 20, 1956. 
Re photography in public buildings, 
The Honorable Jonn E. Moss, 


Chairman, the Special Subcommittee on Government Information 
of the Committee on Government Operations, House of Repre- 
sentatives, Washington, D.C. 

Dear ConcressMAN Moss: In line with the suggestions in your letter 
of the 8th, we are studying the rule applying to photography in public 
buildings. 

As you have noted, rule 10 of the rules and regulations governing 
public buildings and. grounds not only is unnecessarily negative but 
fails to reflect the cooperative way in which GSA has administered 
it as a general practice. We believe that the rule can be readily re- 
vised to achieve the goals which we have in common. 

In addition, we are considering the preparation of clarifying state- 
ments of policy. These will guide our own people in applying the 
rule and enable tenant agencies to cooperate with us. In this way, we 
believe that we can assure news photographers that GSA will not 
interpose unnecessary barriers between them and the completion of 
their missions. 

This, in brief, is the compass of our present plans, and we will in- 
form you of the action we propose to take when the revision and the 
policy statements have been prepared. 

We wish to express our appreciation for the helpful counsel we 
have had from Mr. Archibald of your subeommittee staff. 

Cordially yours, 
Epmunp F. Mansure, Administrator. 


The question of whether the improved regulations still imposed un- 
necessary restrictions on photographers was brought to the attention 
of the subcommittee by Joseph Costa, chairman of the board of the 
National Press Photographers Association. In a letter to the subcom- 
mittee on July 9, 1956, Mr. Costa stated: 


It is our feeling that the proposed revisions in no manner 
improve the situation which made possible the unfortunate 
incident in Charleston, except for the fact that it states, “Per- 
mission will be granted * * *.” The news photographer will 
still have to go looking for the building custodian. One 
cannot help but wonder what a news photographer is supposed 
to do in the event of a fast-breaking news story wherein the 
building custodian is not ready found. * * * 

Government buildings are public buildings. Generally the 
public is permitted to come and go with complete freedom. 
In the case of a national emergency when special security con- 
trols are set up, legitimate news photographers invariably 
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have Government issued identification cards which permit 
them quick access to these Ree buildings. 

Why then should the General Services Administration 
seek to restrict or control the activities of the legitimate news 
gatherer when in each instance his business is with one of 
the tenant agencies rather than with the GSA? Today the 
news picture is accepted as a medium of communication—a 
means of reporting if you will——conveying information 
on exactly the same basis as the word report. We do not find 
anything in the GSA rules requiring word reporters to get 

ermission of building custodians in advance of obtaining 
information to be used in the news report. 


Further correspondence between the subcommittee and GSA officials 
clarified the question of photographic access to Federal public build- 
ings. If the order is administered in the spirit expressed in the follow- 
ing letters from the GSA, visual information from Federal installa- 
tions will be readily available to the public: 


CoNnGRESS OF THE UNITED STATEs, 
House or REPRESENTATIVES, 
GOVERNMENT INFORMATION SUBCOMMITTEE OF THE 
CoMMITTEE ON GOVERNMENT OPERATIONS, 
July 27, 1956. 
Hon, Franxuin G. FLoers, 

Administrator, General Services Administration, 
Washington, D. C. 

Dear Mr. Forte: Enclosed is a copy of a letter from the National 
Press Photographers Association, Inc., making what appears to be 
very valid comments on the proposed change in rule 201.10 governing 
photography in public buildings. c : 

Although the proposed rule change is a great improvement over 
the present regulation and will prevent building superintendents 
from arbitrarily restricting photographers’ access to public buildings, 
news photographers still are discriminated against. ae 

A reporter with paper and pencil can walk into a public building, 
go to the office he is seeking and interview the occupant of the office, 
if he has the occupant’s permission. A news photographer, however, 
must get permission of the building superintendent, then he may pro- 
ceed to the office and take pictures of the occupant, if he has the oc- 
cupant’s permission. : 

It is logical that such restrictions might be applied to commercial 
photographers. Forcing news photographers to go through the addi- 
tional procedure of getting permission from the building superintend- 
ent, however, is a rather direct restriction on access to visual news. 

Since, under the revised rule 201.10, permission for taking news 
photographs will be granted by building superintendents automati- 
cally, there seems to be little valid reason for requiring them to go 
through this additional procedure. 

I hope your office will look at the proposed rule change carefully to 
see what can be done to remove this additional block to photographic 
news gathering. 

Sincerely, 


Joun E. Moss, Chairman. 
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GENERAL SERVICES ADMINISTRATION, 
Washington, D. C., August 20, 1956. 
Hon. Joun E. Moss, 
Chairman, Subcommittee on Government Information of the 
House Committee on Government Operations, 
House of Representatives, Washington, D. C. 


Dear Mr. Moss: Thank you for bringing to our attention with your 
letter of July 27 the comment of Mr. Joseph Costa, chairman of the 
board of National Press Photographers Association, Inc., on the pro- 
posed revision of the rule governing photography in public buildings. 
In accordance with your request, we have given acai consideration 
to the views which Mr. Costa expressed. 

In order to evaluate the rule properly, it is necessary to examine 
the proposed Public Buildings Service Order and a companion circu- 
lar to the heads of Federal agencies. These explain the purpose of the 
rule and set forth the necessary guidelines for carrying it out. The 
order and the circular have been prepared for issuance simultaneously 
with the revised rule. 

As the order and the circular make fully clear, photographers are 
granted full access to all public areas in buildings under GSA manage- 
ment. The language specifically says that “no permission is needed” 
when the subject of the photography is an area “open to the public.” 

This provision is squarely in line with what Mr. Costa has suggested. 
In fact, it apparently goes further than he indicated is necessary in 
according access to photographers. In comparison with the examples, 
which he cited, photographers enjoy freer access in GSA-controlled 
buildings than they do elsewhere. 

With respect to nonpublic areas, there apparently is a misunder- 
standing of the purpose and the language of the revised rule. For both 
Mr. Costa’s comment and your letter indicate the belief that the re- 
vision requires both the permission of the tenant agency and the GSA 
superintendent or custodian. 

Getting double permission would be an unwarranted impediment to 
photographers. The rule was revised primarily to eliminate that in- 
terpretation. The revision, as the rule itself states, as well as the 
order and the circular, provides for ready access upon the consent of 
the tenant agency. The ambiguity as well as the neg: ative character of 
the previous version of the rule had created the impression that photog- 
raphers had to obtain permission in duplicate, and the new version does 
away with that. 

If the photographer needs help in getting in touch with the tenant 
agency, the superintendent will assist him. “Tf the tenant alre: ady has 
consented, the superintendent, far from i imposing an additional barrier, 
will furnish whatever help he can with equipment, and for photog- 
raphers with heavy gear, especially those needing powered lights, this 
assistance can be invaluable. 

In view of all this, it is difficult to see how the rule could be con- 
sidered discriminatory against news photographers. It is’ designed 
to assist them in completing their missions. Therefore, it is truly 
to their advantage. 

Sincerely yours, 
KF. G, Piroere,. Administrator. 


SeHg —h 
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CoNGRESS OF THE UNITED STATES, 
Hovuse or REPRESENTATIVES, 
GOVERNMENT INFORMATION SUBCOMMITTEE OF THE 
CoMMITTEE ON GOVERNMENT OPERATIONS, 


September 18, 1956. 
Hon. F. G. Fioere, 


Administrator, General Services Administration, 
Washington, D.C. 

Dear Mr. Frorre: Thank you for your letter of August 20, 1956, 
further explaining the GSA policy on news photographs in public 
buildings. 

I am afraid the misunderstanding of the revised rule 201.10 will 
continue unless the clarifying language in your letter to me is made 
public. Youstate: 

“Getting double permission (to take news pictures in public build- 
ings) would be an unwarranted impediment to photographers. The 
rule was revised primarily to eliminate that interpretation * * * The 
ambiguity as well as the negative character of the previous version of 
the rule had created the impression that photographers had to obtain 
permission in duplicate, and the new version does away with that.” 

This paragraph clearly states that news photographers must merely 
go to the tenant agency and get permission from that agency to take 
their pictures. They would not contact the building superintendent 
unless they needed his assistance in some way. 

The GSA press release announcing the revised rules states, however, 
that “permission will be granted * * * provided the consent of the 
occupant agency * * * has been obtained.” This clearly implies that 
a photographer must first request permission from a building superin- 
tendent to take news pictures and the superintendent is to grant the 
permission automatically. There is a great difference between this 
procedure and the procedure set forth in your letter stating that a 
news photographer would not even contact a building superintendent 
unless he needs assistance. 

Tam sure you will see why a misunderstanding of the new provisions 
arose, and I hope you will clarify the situation immediately. As you 
know this is more than a matter of principle—although the principle 
of photographic access to Federal information is extremely impor- 
tant—for a number of instances of restrictions on news photographers 
have arisen and I will write you shortly about one of the latest in- 
stances. 


Sincerely 
9 
JoHN E. Moss, Chairman. 


GENERAL SERvICES ADMINISTRATION, 
Washington D. C., November 5, 1956. 


Hon. Joun E. Moss, 
Chairman, Subcommittee on Government Information, Com- 
mittee on Government Operations, House of Representatives, 
Washington, D.C. 
Dear Mr. Moss: Thank you for your letter of September 18 and the 
opportunity to clarify fully the policy which governs the new rule 
respecting photography for news, advertising, or commercial uses in 
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Federal buildings for which General Services Administration is 
responsible. 

Your letter suggests that photographers have the burden of obtain- 
ing permission to make pictures from two sources—from GSA and 
from the occupant agencies in whose space cameramen would like to 
take photographs. Under the new rule, photographers do not have 
this burden. 

This is clearly spelled out in a circular which GSA has sent to the 
heads of Federal agencies. The circular, a copy of which is attached, 
is the policy statement governing the application of the rule. Under 
the de GSA grants permission “provided the consent of the occu- 
pant agencies is obtained.” This is the only test. 

To prevent the rule from becoming an impedient to photographers, 
the circular was carefully designed to take into account the approaches 
by which photographers seek permission. In some cases, they come 
to GSA; in others, they make the request directly of the occupant agen- 
cies. Obviously, the application of the rule has to fit the alternatives. 
Therefore, the procedure set up in the implementing circular leaves 
photographers free to choose the easiest and most practicable avenue 
in any given locality, and, at the same time, saves them from the 
necessity of going to two sources for permission. 

To achieve these desirable results, the circular sets forth one course 
of action for requests which come to GSA and another for those which 
go directly to the occupant agencies. These are outlined under points 
3 and 4 of the enclosed circular. 

In the first case, when the approach is to GSA, our personnel have 
the duty of relaying to the agency in question the request for consent 
in behalf of the photographers and, if it is forthcoming, of assisting 
the photographers in whatever way is feasible. In the second case, 
when the request is addressed to the occupant agencies, the procedure 
provides for the agencies, if they consent, to notify the GSA build- 
ing superintendent or custodian in charge. This automatically as- 
sures permission, clears the way for photographers, and enables GSA 
to provide the services of electricians and heavy-duty wiring, if they 
are available. This same course also would be taken if the agencies 
invite the photographers. 

The foregoing explanation should remove any misunderstanding 
that the rule requires photographers to obtain double permission. 
In fact, the effect of the rule and the circular is to the contrary, and 
the application of the rule, in accordance with the circular, assures 
ready access to photographers without the necessity of seeking double 
permission. 

We appreciate the opportunity accorded us by your staff for a com- 
plete discussion of the problem outlined in your letter of September: 
18. The meeting enabled us to deliver an oral report on the access 
of photographers in the post office and court house in Denver, Colo., 
about which you inquired in a companion letter of September 19. 

Sincerely yours, 


F. G. Firorere, Administrator. 
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II. Inrormation Anour Freprerat Emprioyers 


A. NAMES AND SALARIES 


The question of making available the names and salaries of Federal 
employees was broached during the November, 1955, hearings of 
the subcommittee. Subsequently, the subcommittee had extensive 
correspondence with Mr. Philip Young, Chairman of the Civil Service 
Commission. As a result the Commission, on May 14, 1956, made a 
study and issued “guides for furnishing lists of employ ees’ names, 
salaries, official titles and stations.” ‘These guides follow: 


Recognizing the general desirability of releasing informa- 
tion upon request, the Civil: Service Commission should con- 
sider the following factors in deciding whether a personnel 
list can be furnished in a particular case: 

(1) Whether the request is by the Congress or otherwise 
on behalf of the public; 

(2) Whether the list can be furnished without public ex- 
pense or interruption of work ; 

(3) Whether furnishing the list is consistent with the pur- 
pose of the Commission or whether it impedes achievement 
of its objectives; 

(4) Whether Commission employees so listed would be 
benefited or disadvantaged. 

Requests clearly on behalf of the public should be granted 
even though some expense or interruption of work might be 
entailed and even though employees would not be benefited. 
Lists for private purposes should be furnished only if this 
‘an be done without public expense or interruption of work 
and if employees would not be disadvantaged by being listed. 


The Commission gave examples of guides as applied to specific 
requests. The persons requesting information about names, salaries, 
official titles and stations were divided into five groups. The listing 
of these five groups follows: 


1. From Congressmen or congressional committees: Such 
information should be furnished promptly ; if furnishing lists 
precisely as requested would entail undue cost, this should be 
reported to the requester along with suggestions of any pos- 
sib le alternatives that would be helpful ‘but more economical. 

From the press and other information media on behalf 
of “the public: Such information should be furnished 1 it 
is available without unreasonable public expense or interrup- 
tion of regular work. 

3. From colleges, correspondence schools, and other educa- 
tional institutions: Where it is desirable to encourage em- 
ployees to take outside training, the Commission should co- 
operate in distributing appropriate announcements of courses 
and in- counseling its employees with regard to available 
training suitable for their individual needs. This is usually 
preferable to the alternative of preparing and distributing 
lists. 

4. From organizations such as State societies, veterans 
groups, and other nonprofit organizations: In general, it 
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should be the policy to furnish lists of ‘personnel to such 
organizations only when some specific benefit is to be received 
by. the employees and if little cost or interruption of work 
would be entailed. 

From commercial firms and individual solicitors: Such 
requests must ordinarily be refused; exceptions should be 
made only when they can be granted with negligible public 
expense or interruption of regul: ir work and w ithout adverse 
effect upon individual employees. 


Many of the major Federal agencies have informed the subcom- 
mittee they are following the Commission’s guides whenever they are 
asked to make available the names and salaries of employees. Other 
agencies already have adopted similar rules or are studying the Com- 
mission’s guides. Often agencies have been inclined to be even more 
restrictive than the Commission,. For instance the Department of 
Agriculture under chapter 70, paragraph 2505, Availability of Lists 
of Employees, says: 


Restrictions oN Furnisutne Lisrs or Emrnoyers, Lists 
of employees shall not be furnished to any person, organiza- 
tion, or firm except on written application to the agency con- 
cerned showing the purpose for which such lists are to be used, 
and then only when the furnishing of such lists is essential to 
the conduct of the agency’s work or is necessary in the public 
interest. This limitation does not extend to official publica- 
tions or lists of officials available for public use. Lists of 
employees may not be furnished for purposes of political 
solicitation. 


The basic facts about Federal employees—who they are and how 
much they are TY aa be available for public inspection regard- 
less of who makes the request, with the proviso that the cost to the 
Government not be unreasonable and that national security is not 
jeopardized. It is obvious that names, salaries, and other informa- 
tion should not be disclosed in the case of sensitive agencies. 

The Commission’s guides spell out the fact that a Member of Con- 
gress or a congressional committee is immediately entitled to know 
the names and salaries of those on the public pa ayrolls and the guides 
clarify the position of public information media in requesting informa- 
tion about Federal employees. They remove the previous prohibition, 
announced by Commission Chairman Young, that the names and 
salaries of all Commission employees would be given only to a 
“responsible” reporter who requested the information for a “reason- 
able” purpose (hearings, pp. 112, 404). 

Restrictions retained in the guides, however, emphasize the welfare 
of the Government agency and its employees instead of the basic right 
of all taxpayers to know who is being paid how much from public 
funds. 

These various devices give Federal] ae ees a more special pro- 
tection than the taxpayers who pay them for their services. The 
House of Representatives makes public the names, salaries, and posi- 
tions of every one of i ‘, semployees. The availabiblity of this informa- 
tion has caused no hardship. The names, salaries, and positions of 
all employees in the Federal executive and independent agencies should 
be just. as readily available to all the public. 
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B. POSTMASTER ELIGIBLES 


During subcommittee hearings in November 1955 both Civil Service 
Commission and Post Office Department witnesses testified that the 
names of persons eligible for appointment to local postmasterships 
are not made public. Before September 1953 the names were available 
to the public, but the witnesses testified the names were withheld after 
that date to help recruit better candidates. 

After correspondence between the Post Office Department and the 
subcommittee, the Department agreed the names should be made 
public if the Civil Service Commission approved. The following 
correspondence ensued : 

JUNE 17, 1956. 
Hon. Puiire Youne, 
Chairman, Civil Service Commission, 
Washington, D. C. 


Dear Mr. Youna: On April 4, 1956, I wrote you to ask what action 
would be taken to make the names of postmaster eligibles available to 
the public now that the Post Office Department has withdrawn its 
request that the names be withheld from the public. 

On April 10, 1956, you acknowledged the letter stating that you 
will write further on the matter. 

The House Government Information Subcommittee has been in- 
formed the information still is not made public. I would appreciate 
knowing what has been decided in the more than 2 months since you 
informed me you would take action on the matter. If no plans have 
yet been made to make the information public, I would like to know 
why. If plans have been made, I would like to be informed of the 
content of the plans. 

Joun E. Moss, Chairman. 


Aueust 3, 1956. 
Hon. Joun E. Moss, 

Chairman, Government Information Subcommittee, Committee 
on Government Operations, 1540 House Office Building, 
Washington, D.C. 

Dear Mr. Moss: This refers to your letters of April 4 and June 17, 
1956, relative to the release of names of postmaster eligibles to the 
press. | 

This matter has been discussed with officials of the Post Office 
Department. As a result of our discussions we have agreed upon a 
plan whereby the Commission, upon request, will release the names 
and relative standings of the eligibles certified for postmaster posi- 
tions to the press the day after the certificates have been sent to the 
Post Office Department. This 1-day delay in the release of informa- 
tion to the press is to allow time for the Department to receive the cer- 
tificates, and for the Commission to mail notices of ratings to the 
applicants. oh hr as 

The above policy for making information on the names of eligibles 
certified for postmaster positions available to the public has been put 
into effect. 

Sincerely, 
Puirie Youne, Chairman, 
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III. Treasury Derarrment InFroRMATION 
A. BUREAU OF CUSTOMS 


The subcommittee was informed the Bureau of Customs refused to 
make public information about administrative settlement of fines, 
penalties, or forfeitures involving import violations. The report was 
initiated by newspaper organizations, including Fairchild Publica- 
tions, Inc. 

The Bureau of Customs agreed to make the information available 
to the public after the following correspondence with the subcom- 
mittee : 

ConGrEss OF THE UNITED StATES, 
Hovuse or REPRESENTATIVES, 
GOVERNMENT INFORMATION SUBCOMMITTEE OF THE 
COMMITTEE ON GOVERNMENT OPERATIONS, 
July 25, 1956. 
Hon. Grorce M. Humpnurey, 
Secretary of the Treasury, Department of the Treasury, 
Washington, D. C. 

Dear Mr. Secretary: The House Government Information Sub- 
committee has received a complaint that the Bureau of Customs re- 
fuses to give out information involving the settlement of fraud 
claims. 

The alleged withholding is interesting because in another bureau 
of the Treasury Department—the Bureau of Internal Revenue—the 
press has access to comprise settlements of back taxes, even though such 
tax violations may never have been in court. 

The subcommittee would like to know under what statutory author- 
ity the Customs Bureau withholds such information, Is there a 
departmental rule or regulation covering this specific refusal of in- 
formation? If so, please provide the subcommittee with copies. 

If the refusal of information is on the basis of a discretionary action, 
please explain fully. 

Sincerely, 
Joun E. Moss, Chairman. 


Treasury DEPARTMENT, 
Washington, August 2, 1956. 
Hon. Joun E. Moss, 

Chairman, Government Information Subcommittee of the Com- 
mittee on Government Operations, 
1540 House Office Building, Washington, D.C. 

Dear Mr. Moss: For Secretary Humphrey, I acknowledge receipt 
of your letter of July 25, inquiring about the making public of customs 
actions mitigating or remitting forfeitures and penalties. The Bureau 
of Customs is one of those under my jurisdiction and the subject which 
you raise is one to which we have given a good deal of attention. 

The cases in this field may have both civil and criminal aspects. In 
a civil case there is often a difference between the importer and the 
Government over the forfeiture or penalty liability arising under the 
facts in a particular case. 
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It has been the practice of the Department and the Treasury and 
the Bureau of Customs for many years to treat such actions as con- 
fidential under the authority of section 161 of the Revised Statutes 
(5 U.S. C. 22), and pursuant to section 3 of the Administrative Proce- 
dure Act (5 U.S. C. 1002). 

Because of questions that have recently been raised and in view of 
the Treasury’s policy of making available to the public every piece 
of information that it possibly. can, we are carefully reexamining 
this practice to see if it can and should be modified in any respect. 
However, there are a number of troublesome aspects to be considered 
which make the propriety of public disclosure much more doubtful. 

For example, much of the material in these cases may relate to 
business transactions of private parties, the disclosure of which would 
be detrimental to the interests of the-private parties involved without 
furthering the public interest. 

Furthermore, a considerable amount of information is obtained in 
reliance upon the long-established assurance that such information 
will be kept in confidence and used only for official purposes. The 
possibility of disclosure might, therefore, have a detrimental effect on 
the enforcement activities of the Bureau of Customs. 

Finally, the Government has a responsibility to avoid bringing the 
reputation of private citizens into disrepute by making public un- 
proven allegations of wrongdoing. The very fact that Government 
officers are exempt from libel proceedings places an extra responsibil- 
ity on them not to abuse this privilege by making public statements 
which they may be unable to prove in court. 

We appreciate your interest in this matter. We will keep you fully 
informed about any further conclusions about it as a result of our cur- 
rent reexamination. 

Sincerely yours, 
Davin W. Kenpatl, 
Assistant Secretary of the Treasury. 


Treasury DEPARTMENT. 
Wash maton, Ne ptember 98.1956. 
Hon. Ji IHN E. Mc SS, 

Chairman. Government Information Subcommittee of the Com- 
mittee on Government Operations, 1540 House Office Building, 
Washington, D. UC. 

Dear Mr. Mosss This will further answer your letter of July 25 and 
subsequent correspondence and amplify discussion on the telephone 
with Mr. Archibald, relative to making available certain customs in- 
formation for public inspection. 

T enclose a copy of the Bureau of Customs Collectors Circular No. 31 
which is being currently disseminated to all collectors, making avail- 
able for such public inspection this information concerning fine, pen- 
alty, and forfeiture cases involving violation of customs laws after 
investigation has been completed and the case has been closed by final 
action. 

As you will see, a list of the cases and some facts about them will be 
kept currently i in the various offices of the collectors and will be avail- 
able to the public. Additional information as to the case in the way 
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of pertinent facts under which relief is granted or denied will be made 
available by the collector. 

Weare very glad to be able to inform you of this and should you have 
any additional questions I would be happy to try to. answer them. 

I should like to express our appreciation for the interest of your 
committee and staff in this matter. ' 

Sincerely yours, 
Davin W. Kenna, 
Assistant Secretary of the Treasury. 





Treasury DEPARTMENT, 
Bureau or Customs, 
OFFICE OF THE COMMISSIONER, 
Washington, D. C., September 27, 1956. 
Bureau of Customs Collectors Circular No. 31 
Subject: Availability for public inspection of information concerning 
fine, penalty, and forfeiture cases (sec. 26.3 (b) C. R.). 

Section 26.3 (b) of the Customs Regulations permits collectors to 
make public information concerning cases involving violation of the 
customs laws after investigation has been completed and the case has 
been closed by final action. This shall include alleged offenses against 
the navigation laws administered by. the Customs Service. 

In order to effectively administer this policy, the collectors of cus- 
toms shall : 

1. Prepare and maintain a list of all fines, penalties, and forfeitures, 
which involve amounts or values of $1,000 or more that have been 
closed by final administrative or judicial action each month beginning 
with the month of October 1956. 

2. Include in the list the name of the party or parties, vessel in- 
volved, if any, law violated, amount of the fine or penalty, a ceersspnon 
of the article subject to forfeiture and its value, or the value of any 
vessel subject to forfeiture, and the final disposition, such as penalty 
collected or sentence imposed. 

5. Make the list available for public inspection in the office of the 
collector or assistant collector. 

4. In any case in which other specific and detailed information is 
requested, the collector or the assistant collector will review the records 
and furnish other pertinent facts in respect to the violation and the cir- 
cumstances under which relief was granted or denied. 

Collectors and other customs officers shall not, of course, disclose 
information concerning: 

1. Source of information leading to discovery of a violation or iden- 
tity of an informer. 

2. Any trade secrets, processes, operations, style of work, or appara- 
tus, or any confidential statistical data, amount or source of income, 
profits, losses, or expenditures, or any other matter within the pro- 
hibition of section 1905 of the Criminal Code (18 U.S. C. 1905). 

3. Any matter which is classified under the provisions of Executive 
Order 10501, approved November 5, 1953. 

The furnishing of specific and detailed information concerning cus- 
toms and navigation violations may be delegated by a collector or as- 
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sistant collector to another field officer only with the advance approval 
of the Bureau. 


The phrase “penalty cases” shall be construed to include claims for 
liquidated damages. 

The Customs Regulations will be amended to substitute “public” 
for 7” word “press” as now appearing in the third line of section 
26.3 (b). 

The list should be prepared promptly at the beginning of each month 
and should include all cases involving customs and navigation viola- 
tions closed during the previous month. For the present, the list 
should be prepared on customs form 5211. A new form will be pre- 
pared and distributed at an early date. 


Ratpeu Ketxry, Commissioner of Customs. 
B. BUREAU OF INTERNAL REVENUE 


The subcommittee was informed that information about administra- 
tive penalties assessed against violators of some Federal liquor-control 
laws was not made available to the public. The situation was brought 
to the attention of the subcommittee by Mr. Clark Mollenhoff, Wash- 
ington correspondent for the Des Moines Register and Tribune. 

he Bureau of Internal Revenue agreed to make some of the re- 
quested information available to the public, after the following corre- 
spondence with the subcommittee : 


CONGRESS OF THE UNITED STATES, 
House or REPRESENTATIVES, 
GOVERNMENT INFORMATION SUBCOMMITTEE OF THE 
CoMMITTEE ON GOVERNMENT OPERATIONS, 
October 9, 1956. 
Hon. Greorck M. Humpurey, 
Secretary of the Treasury, 
Department of the Treasury, 
Washington, D. C. 


Dear Mr. Secretary: David W. Kendall, Assistant Secretary of 
the Treasury, informed me on September 28, 1956, of the revision in 
Bureau of Customs regulations on availability of information about 
fines, penalties, and forfeitures for violations of customs laws. 

I am most happy that the information now will be available to the 
public, but there are other comparable areas within your Department 
where the withholding of information contradicts the Treasury’s gen- 
eral policy that “the public is certainly entitled to know, with a mini- 
mum of restrictions, exactly what its Government is doing.” 

One such area where the light of publicity is not shed on the Treas- 
ury Department’s day-to-day operations is the failure to make public 
administrative fines or other penalties assessed against violators of 
the alcoholic-beverage control laws. The subcommittee is informed 
that the public is not given the names of persons penalized by the 
alcohol and tobacco tax units for adulterating whisky, reusing liquor 
bottles, and other minor offenses. The amounts of the fines or other 
penalties in such cases also are not made public. Ft ’ 

I am sure you realize all the possibilities of abuse exist in this area 
that existed while the information about customs-law violations were 
not made public. Aside from the fact that the people have an unde- 
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niable right to know the actions of their Government, publicity regard- 
ing administrative penalties assessed against the violators of liquor- 
tax laws would prevent the possibility of compromise settlements 
which would not be in the interest of either the Government or the 
public. 

The House Government Information Subcommittee would appre- 
ciate a complete report on this matter. 

If the information is not available to the public, is it available to 
congressional committees? If the information is held confidential in 
either case, under what statutory authority is this action taken? Is 
there a departmental rule or regulation covering this specific refusal 
of information? If so, please provide the subcommittee with copies. 

If the refusal of information is on the basis of a discretionary ac- 
tion, please explain fully. 

Please answer these questions and all others involved in this instance 
of refusal of information as soon as possible so that it may be unneces- 
sary to hold extensive public hearings. 

Sincerely, 
Joun E, Moss, Chairman. 


GENERAL COUNSEL, 
Treasury DEPARTMENT, 
Washington, November 29, 1956. 
Hon. JouHn E. Moss, 
Chairman, Government Information Subcommittee 
of the Committee on Government Operations, 
TTouse of Representatives, Washington, D. C. 

My Dear Mr. CrarrmMan: This responds to your letter of October 
9, 1956, expressing your pleasure in our revision of certain Bureau of 
Customs procedures authorizing disclosures of information pertaining 
to fines, penalties, and forfeitures for violations of customs laws and 
asking for a complete report on the Department’s position as to the 
disclosure of public administrative fines or other penalties assessed 
against violators of the alcoholic beverage control laws. You state 
that your subcommittee is informed that the public is not given the 
names of persons penalized by the Alcohol and Tobacco Tax Divi- 
sion for “adulterating whisky, reusing liquor bottles, and other minor 
offenses.” or the amounts of fines or other penalties in such cases. 

The liabilities to which you refer embrace tax as well as criminal 
liability under the Internal Revenue Code, including the refilling or 
reuse of liquor bottles, and liability under the Federal Alcohol Ad- 
ministration Act (27 U.S. C., ch. 8). Section 7122 of the code pro- 
vides for compromise under the code; and section 7 of the Federal 
Alcohol Administration Act (27 U.S. C., sec. 207), for compromise 
under that act. 

Following the opinions of the Attorney General to the Secretary 
of the Treasury (38 Ops. Atty. Gen. 94, 98), cases are compromised in 
this Department when there is doubt as to liability or collectibility. 

Offers in respect of violations of the liquor laws are accepted in 
compromise of criminal as well as civil liability. However, criminal 
cases Involving willful intent to defraud the United States are not 
compromised. 

Civil liability compromised includes taxes assessed for illegal pro- 
duction of alcoholic beverages, as well as numerous technical viola- 
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tions whereby tax liability is incurred in excess of the amount due. 
Criminal liability compromised includes that arising from reuse of 
liquor bottles, making wine for home consumption w ithout obtaining 
the required authority, failure to destroy stamps, marks, or brands, 
falsification cf records, failure to post stamps, ete. 

Under the Federal Alcohol Administration Act, offers in compro- 
mise of liability are accepted for operating without a permit, viola- 
tions of labeling or advertising requirements, and unfair trade prac- 
tices. 

The Department has had under consideration for the last 3 years 
the disclosure of accepted offers in compromise of the liabilities cog- 
nizable under the alcoholic beverage control laws. Action to be 
taken by this Department has been cuided by advice from the Justice 
Department that a direction of the Secretary of the Treasury does 
not make inapplicable the prohibition of 18 1 ‘nited States Code 1905, 
and I am advised that information regarding the compromise of lia- 
bilities under the liquor laws, other than those 7 the reuse of bottles, 
would involve disclosures prohibited under 18 United States Code 
1905. 

It has now been concluded, however, after a thorough review of 
the statutes involved and the opinions of the Attorney Gener al, that 
disclosures may be made of accepted offers in compromise of criminal 
liability for the reuse of liquor bottles originally containing so-called 
premium brands of whisky, and the Commissioner of Internal Revenue 
has issued an order authorizing such disclosure. For your informa- 
tion a copy of the order is enclosed herewith. 

Very truly yours, 
Frep C, ScripNner, Jr., 
General Counsel. 


DEPARTMENT OF THE TREASURY 
INTERNAL REVENUE SERVICE 
Delegation Order No. 44 


NoveMBER 21, 1956. 
Public inspection of accepted offers in compromise—refilling of liquor 
bottles 

Pursuant to the authority conferred upon me as Commissioner of 
Internal Revenue, it is hereby ordered: 

1. Scope——For each offer in compromise submitted and accepted 
on or after the effective date of this order, pursuant to section 7122 
of the Internal Revenue Code of 1954 in any case arising under sec- 
tions 5641 and 5643 of the 1954 Code, relating to refilling of liquor 
bottles, a copy of the abstract and statement relating to the offer shall 
be available for public inspection for a period of 1 year in the office 
of the Assistant Regional Commissioner (Alcohol and Tobacco Tax) 
accepting the offer. 

2. Limitations.—Information shall not be disclosed concerning any 
trade secrets, processes, operations, style of work, or apparatus, or 
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confidential statistical data, amount or source of income, profits, losses, 
or expenditures, or any other matter within the prohibition of title 
18, United States Code, section 1905. 
3. Effective date.—This order shall be effective on the 30th day after 
the date of its approval. 
Russert C. Harrineton, 
Commissioner of Internal Revenue. 


The information which will be made available to the public from 
the Bureau of Internal Revenue is only a partial step toward full dis- 
closure of the facts of Government. It is to be hoped that experience 
with the value of this move will help convince the Department that 
further information should be made available to the publie. 


C. INFORMATION ON TAX-EXEMPT ORGANIZATIONS 


During the November 1955 hearings, the subcommittee looked into 
the availability of information about nonprofit, nonpolitical organiza- 
tions which apply for tax exemption. At that time, Under Secretary 
of the Treasury H. Chapman Rose said the Treasury Department will 
sponsor legis slation to make public the applic ations for tax- exempt 
status. When no action was taken by the Treasury Department to 
follow through on its proposal, the following correspondence ensued: 


CONGRESS OF THE UNTTED STATES, 
Hovusks or REPRESENTATIVES, 
GOVERNMENT INFORMATION SUBCOMMITTEE OF THE 
COMMITTEE ON GOVERNMENT OPERATIONS, 


June 14, 1956. 
Hon. Grorar M. Humpurey, 


Secretary of the Treasury, 
De partme nt of the Treasury, 
Washington, dD. CG: 

Dear Mr. Secretary: On November 9, 1955, in his:statement before 
the House Government Information Subcommittee, Mr. H. Chapman 
Rose stated you had authorized-him to say that “the Treasury will 
sponsor legislation at the next session of C ongress to permit applica- 
tions for tax-exempt status to be opened to inspection by the public.” 
In the 7 months since this decision was announced the subcommittee 
has heard nothing of further plans. 

Many persons conte 14 the applications from tax-exempt organiza- 
tions can be opened to public inspection by administrative action. 
Nevertheless, I baller it is incumbent upon you to follow up your 
decision by taking definite action toward the sponsorship of legislation. 

Please inform the subcommittee as soon as possible what your plans 


are on this subject. I hope the matter can be settled quickly to make 
another time-consuming hearing unnecessary. 
Sincerely yours, 


JouHN E. Moss, Chairman. 
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Tre GENERAL COUNSEL OF THE TREASURY, 
Woshington, July 2, 1956. 
Hon. Jouw E. Moss, 
Chairman, Subcommittee on Government Information of the 
Committee on Government O perations, 
House of Representatives, Washington, D.C. 

My Dear Mr. Cuairman: On behalf of the Secretary, I acknowl- 
edge receipt of your letter of June 14th in which you inquire concern- 
ing legislation which will permit inspection by the public of applica- 
ey for tax-exempt status under section 501 of the Internal Revenue 
Code. 

At the hearing before your subcommittee held June 20, I testified 
concerning the plans of the Treasury on this subject. As I then stated, 
following Mr. Rose’s appearance before your subcommittee in 1955, 
the Treasury began preparation of legislation to make the applications 
public. We also were studying at the Treasury the treatment of tax- 
exempt organizations under the Internal Revenue Code and found it 
to be unsatisfactory in various respects. We reported on the matter to 
the chairman of the Ways and Means Committee and the chairman 
of the Senate Finance Committee early this year. At that time we 
»ointed out that tentative regulations under Subchapter F: Exempt 

rganizations, of the Internal Revenue Code, had been released for 
comments, and that we hoped on the basis of comments to be received, 
it might be possible to make suggestions for helpful changes in the 
code. 

Since that time the entire subject, both in connection with the com- 
ments and protests to the proposed regulations and in other ways, has 
been under examination. Since the point covered by Under Secretary 
Rose appears to be an integral part of the whole subject, the Depart- 
ment has been of the opinion that it would be better to continue a com- 
prehensive treatment of the entire matter, rather than to attempt to 
deal with it in a piecemeal fashion. 

Sincerely yours, 
Frep C. Scripner, Jr., General Counsel. 


CoNGRESS OF THE UNITED STATES, 
House or REPRESENTATIVES, 
GovERNMENT INFORMATION SUBCOMMITTEE OF THE 
CoMMITTEE ON GOVERNMENT OPERATIONS, 
October 1,1956. 
Mr. Frep C. Scripner, Jr., 
General Counsel, 
Department of the Treasury, 
Washington, D.C. 

Dear Mr. Scripner: This letter relates to your letter of July 2, 1956, 
regarding public examination of applications for tax exemption under 
section 501 of the Internal Revenue Code. 

You may recall that on November 9, 1955, Under Secretary H. —_ 
man Rose testified before the House Government Information Sub- 
committee that Treasury Secretary Humphrey had authorized him to 
say that the Treasury will sponsor legislation “at the next session of 
the Congress to permit applications for tax-exempt status to be opened 
to inspection by the public.” 
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The proposed changes in section 501 of the Internal Revenue Code 
were not proposed in this year’s session of the Congress, as the subcom- 
mittee had anticipated in light of the testimony of November 9, 1955. 

It appears from your letter of July 2, 1956, that the proposal for a 
revision of the regulations to permit public inspection of applications 
for tax exemption has been bogged down somewhere along the line. 

It turns out that this proposal becomes an integral part of a much 
broader subject which requires comprehensive treatment of the entire 
matter. 

You stated that it is the opinion of the Department of the Treasury 
that the precise matter referred to in the testimony of Under Secretary 
Rose could no be treated individually—as you expressed it “in a piece- 
meal fashion.” ‘The House Government Information Subcommittee 
did not robes that action would be delayed by a comprehensive 
overhauling of Subchapter F: Exempt Organizations, of the Internal 
Revenue Code. An overall revision of that portion of the code would 
not come within the province of the subcommittee, of course, but would 
fall under the jurisdiction of the House Ways and Means Committee 
and also the Senate Finance Committee. 

The House Government Information Subcommittee does have a per- 
tinent interest in the availability of information in tax-exempt ap- 
plications. We should like to know the status of a promise made by 
Under Secretary Rose on November 9, 1955. We should also like to be 
informed as to the comments and protests that you mention in your 
letter of July 2, 1956, and also the source. The subcommittee is prepar- 


ing another report and would like to have this information before 
October 15, 1956. 


Sincerely, ' 
JOHN E. Moss, Chairman. 


THe GENERAL CouUNSEL OF THE TREASURY, 
Washington, October 15, 1956. 
Hon. Joun E. Moss, 
Chairman, Subcommittee on Government Information of the 
Committee on Government Operations, House of Representa- 
tives, Washington, D.C. 

My Dear Mr. Cuarrman: I have your letter of October 1, in reply 
to my letter of July 2 in which I answered your inquiry concerning 
legislation which would permit inspection by the public of applications 
for tax exempt status under section 501 of the Internal Revenue Code. 
The matter is continuing to be developed along the lines which I out- 
lined in my testimony before your committee on June 20. 

It is the position of the Treasury Department that such applica- 
tions should be made available for public inspection and we would be 
prepared to permit such inspection at the present time, but have been 
advised that we are not authorized to do so under the law as it now 
stands. 

As has previously been stated to you, it was the conclusion of the 
Treasury Department that since various aspects of Subchapter F— 
Exempt Organizations—of the code were under study, legislation 
authorizing the inspection of returns should be submitted following 
the completion of the review of subchapter F. 
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Tentative regulations under subchapter F were published early this 
year. Following their publication comments were received from 50 
to 60 protestants including, among others, the American Bar Asso- 
ciation, American Institute of Accountants, American Hotel Asso- 
ciation, Consumers Cooperative Association, and Controllers Institute 
of America. Following receipt of the written protests hearings were 
held. The Internal Revenue Service, which received the comments 
and protests and conducted the hearings, has reported that the com- 
ments and testimony received did not touch upon the question of 
inspection by the public of applications for tax-exempt status, 

Please let me know if there is any further information whieh I can 
furnish to you in this regard. 

Very truly yours, 
Frep C. Scripner, Jr. 


Taxpayers have a right to know the justification presented by or- 
ganizations claiming tax-exempt status. The Treasury Department 
agrees to this principle, but argues that the files can be opened to the 
public only by legislation. Although the information well could be 


made available by administrative action, the Department promised — 
to sponsor legislation accomplishing the objective before the end 


of the 1956 session of Congress. 

The Treasury Department has failed to uphold this commitment, 
permitting the matter to get involved with a review of the entire law 
on tax exemption. The Department has chosen the slowest and most 
complicated possible solution to a most important problem. 


LV. Morreace Purcuase Price INrorMATION FROM THE FEDERAL 
NATIONAL MorrGacre ASSOCIATION 


The subcommittee was informed that the Federal National Mortgage = | 
Association failed to announce to the general public a reduction in its 
purchase price for mortgages on October 29, 1956. The agency failed 
to announce this price change in spite of the fact that it meludes a 
public information oflice which regularly issued press releases cover- 
ing such subjects as monthly dividends, annual reports, the appoint- 
ment of new employees, and housing assistance programs. 

After the following correspondence between the subcommittee and 
the Federal National Mortgage Association, however, the agency 
agreed to announce price changes to the general public on a trial 
basis : 


ConGress oF THE Untrep STATES, 
Houser or REPRESENTATIVES, 
(FOVERNMENT INFORMATION SUBCOMMITTEE OF THE 
CoMMITTEE ON GOVERNMENT OPERATIONS, 
October 1, 1956. 


Mr. J. Srantey BAuGHMAN 
President, Federal National Mortgage Association, 
Washington, D.C. 
Drar Mr. Baveauman: The House Government Information Sub- 
committee has been informed the Federal National Mortgage Asso- 
ciation ordered a reduction in the purchase price of mortgages effec- 
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tive August 29, 1956, The drop in the purchase price was to be 
one-half of 1 percent in 18 States and 1 percent in 2 others. 
The subcommittee understands the drop in the FNMA purchase 
rice was intended to reduce the heavy inflow of mortgages to FNMA 
— lending institutions. Of course, you realize this action by FNMA 
was of great interest to the financial community and the general public. 
There also would be great interest in the reasons behind the action. 
The subcommittee is informed, however, that the action was not 
announced publicly by the FNMA. Although trade sources were in- 
formed, the general financial community and the public was not noti- 
fied either through the usual press release method or any other means. 
In the answer to the subcommittee’s questionnaire on information 
practices and policies last year, the Housing and Home Finance 
Agency stated : 
: ‘This agency recognizes the importance of the public’s right to be 
informed regarding its operations, and its policy has been fixed ac- 
5 cordingly, in order to make the maximum amount of information 
» available to the public.” 
| This policy applied to all constituent agencies including FNMA, 
| In addition, the questionnaire answers report an estimated annual cost 
of $136,200 for public-information activities including the work of 
| the Office of Public Affairs under the President of the FNMA. 
. Since FNMA does have an operating Public Information Office, 
t and in view of the Housing and Home Finance Agency’s commendable 
statement about the public’s right to know what the Agency and its 
branches are doing, it is sel ge that no public announcement was 
" made of the recent drop in the mortgage purchase price. 
The House Government Information Subcommittee would like to 
know the number of press releases issued by FNMA from January 1, 


re 1956, through June 30, 1956. The subcommittee also wishes to know 
ts the number of press releases issued from July 1, 1956, through Sep- 
d tember 30, 1956. Please provide copies of all press releases issued dur- 
a ing the July 1-September 30, 1956, period. 

r- he subcommittee also would like to know whether it is the policy 


t- of FNMA to revise the mortgage-purchase price without public an- 
nouncement, If this is the policy, please explain why it is followed 


id and cite the specific statutory or other legal authority for restricting 
SV this information from public distribution. 
al Also, please inform the subcommittee the exact method used by 


FNMA to arrive at the decision to change the mortgage purchase 
price. The subcommittee wishes to know specifically whether the ad- 
vice of advisory committees was sought and, in general, what indi- 
viduals or types of organizations were contacted before FNMA ar- 
rived at a decision. 

A complete explanation, by letter, of this incident will be most help- 
ful and may make unnecessary time-consuming public hearings before 
the subcommittee. 

Sincerely, 
JouN E. Moss, Chairman. 


88600—57——5 
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Hovustneé anD Home Finance AGENCY, 
Frperaut Nationat Morteage Association, 
Washington, D.C ., October 19, 1956. 
Hon. Joun E. Moss, 

Chairman, Government Information Subcommittee of the Com- 
mittee on Government Operations, House Office Building, 
Washington, D.C. 

Dear Mr. Cratrman: This is in reply to your October 1 letter which 
commented on the lack of general publicity that attended FNMA’s 
mortgage purchase price adjustments of August 29, 1956, and requested 
certain information concerning the Association’s press releases and 
the method it uses in arriving at decisions to change its mortgage- 
purchase prices. 

I shall consider the specific inquiries and requests that are set out 
in your letter, in the order in which they appear, commencing with 
the second complete paragraph on page 2. First, however, I believe 
I should state that our purchase-price adjustments of August 29 af- 
fected only the Association’s secondary market operations. These op- 
erations constitute one of three separate activities authorized under 
FNMA’s new corporate charter which the Congress provided in 1954. 

FNMA issued 13 press releases from January 1, 1956, through June 
30, 1956, and 8 for the period July 1, 1956, through ‘September 30, 
1956. Copies of the eight press releases issued by FNMA during the 
latter period are enclosed. Also enclosed are copies of two releases 
dated September 20, 1956, which were issued, respectively, by the White 
House and the Administrator of the Housing and s10me Finance 
Agency. 

With respect to the subcommittee’s question as to whether it is the 
policy of FNMA to revise its mortgage purchase prices without public 
announcement, we, of course, realize the importance of the public’s 
right to be informed regarding FNMA’s activities. It has, indeed, 
been our intent to appropriately regard this right in all of the Asso- 
ciation’s affairs. In the next succeeding paragraphs I shall explain 
what has been FNMA/’s views regarding the publication of changes in 
its mor.gage purchase prices. 

In its secondary market operations under the new charter, which 
commenced November 1, 1954, the Association purchases mortg: ages 
only from banks, mortgage companies, or other similar institutions 
that have qualified as eligible sellers and have executed selling agree- 
ments with FNMA. Also, the Association sells mortgages under 
these operations only to financial institutions that have qualified as 
eligible investors. Since it only enters into mortgage buying and 
selling transactions with such eligible mortgage-financing institu- 
tions, the Association actually does business only with a part of what 
might be called the general public. FNMA has always directly in- 
formed this part of the general public of all changes in its mortgage 
purchase-price schedules. 

The adjustment of the purchase-price schedules that became effec- 
tive on August 29 was the type of an adjustment to market price 
ranges that FNMA will be making from time to time. The provi- 
sions in FNMA’s Charter Act which require that these adjustments 
be made are considered elsewhere in this letter. These adjustments, 
of course, will not always involve purchase prices in 20 States. It is 
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not unlikely that future adjustments might occasionally involve mort- 
gage-purchase prices in only one State. The same purchase-price 
schedule revision might provide for adjustments upward in some 
States and dbwnwund in others. Our records indicate that an ad- 
justment which became effective on March 10, 1956, involved an in- 
crease in purchase prices of from 14 to 1 percent in 13 States and the 
Territory of Hawaii; this adjustment was announced in the same 
manner as the adjustment of August 29. How the latter adjustment 
was announced is described in some detail in the following paragraph. 

At the time of the August purchase-price adjustments, some 1,300 
institutions had executed selling agreements with FNMA under its 
new secondary market operations. All of them were notified directly 
by our agency offices. which are located in five principal cities through- 
out the country, of the price changes effective on August 29. As of 
August 31, no more than 456 of these institutions had exercised their 
privilege, under the outstanding selling agreements, of selling mort- 
gagesto FNMA. Thus, approximately three times the number of insti- 
tutions as had been actually doing business with FNMA, received 
direct notice from FNMA of the August price adjustments. Many 
of them passed the information on to their correspondents. I am 
enclosing a copy of our circular memorandum of August 28 which 
instructed all of our agency offices to supply all sellers with the new 
price schedules. Attached to the copy oF the memo are the purchase- 
price schedules which became effective on August 29, and 2 of the trans- 
mittal letters used by our Atlanta agency (which are typical of those 
used by our other offices) in distributing the price schedules to the 
institutions with which the Association has selling agreements. 

In addition to the above direct distribution to actual and potential 
mortgage sellers with which the Association has selling agreements, 
FNMA also supplied the August 29 purchase price schedule for its 
secondary market operations to Washington representatives of the 
mortgage trade organizations. The National Association of Home 
Builders, the National Association of Real Estate Boards, and the 
Mortgage Bankers Association of America all obtained the new price 
schedules at the same time they were being sent to the FNMA agency 
offices for distribution to sellers. The foregoing organizations have 
been represented by their spokesmen in recent months as having sep- 
arate memberships numbering, respectively, almost 37,000, more than 
57,000, and more than 2,000. 

As I suggested earlier, the Association has always published the 
revisions in its secondary market purchase prices in the manner de- 
scribed above. We feel that such publication is more consistent with 
the charter purpose of the secondary market operations, in making 
available supplementary assistance to the secondary market for home 
mortgages by providing a degree of liquidity for mortgage invest- 
ments, than a general announcement in the public press. Since we pub- 
lished the August 29 changes in the same manner that we published 
prior changes, I feel that it cannot fairly be said that we restricted 
this particular information from public distribution. 

The Association has always desired to reflect the prices of the general 
mortgage market in specific areas, in which it is doing business, in its 
purchase price schedules for such specific areas. In connection with 
this matter, I should state that the Association’s mortgage purchasing 
operations are very limited; they are restricted to certain classes of 
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home mortgages that are insured by FHA or guaranteed by VA. 
FNMA has no dealings whatsoever in the enormous mortgage mar- 
ket that is concerned with conventional residential mortgages A aN 
is, mortgages not insured by FHA or guaranteed by VA). FNMA 
does not seek to interfere with the free play of the economic forces 
in the market that are responsible for the market prices. We do not 
know that such interference would occur if our purchase price adjust- 
ments were widely published in the press, but we think there is good 
reason to believe that such publicity might have an effect on market 
prices that would be bastiveily out of proportion to the magnitude of 
FN MA’s limited operations. 

Any person who is interested in following FNMA’s mortgage pur- 
chase prices can always obtain the current FNMA price schedules 
from the Association’s five agency offices, its New York sales office, 
or its Washington office. Other printed information about the asso- 
ciation’s activities is also available for the asking in all of those offices. 
To all of the institutions with which it has selling agreements (and to 
others upon proper request) the Association supplies its sellers’ guide. 
This guide is a part of the selling agreement between FNMA and 
the seller. It serves both as an information circular and as a refer- 
ence book of instructions for sellers that have entered into a selling 
agreement with FNMA. From time to time as changes in the guide 
become effective, new pages are furnished to all sellers. 

In connection with the information requests in the next to the last 
paragraph of your letter, I think it will be helpful if I set out some 
of the statutory provisions with which FNMA must comply in deter- 
mining the prices at which it will purchase mortgages in its secondary 
market operations. Accordingly, the following 1s quoted from the 
FNMA charter act, which act constitutes title ITI of the National 
Housing Act, as amended : 

“Sec. 301. The Congress hereby declares that the purposes of this 
title are to establish in the Federal Government a secondary market 
facility for home mortgages, to provide that the operations of such 
facility shall be financed by private capital to the maximum extent 
feasible, and to authorize such facility to— 

“(a) provide supplementary assistance to the secondary market for 
home mortgages by providing a degree of liquidity for mortgage in- 
vestments, thereby improving the distribution of investment capital 
available for mortgage financing: 


* * a ak a * a 
“SECONDARY MARKET OPERATIONS 


“Sec. 304. (a) To carry out the purposes set forth in paragraph 
(a) of section 301, the operations of the Association under this section 
shall be confined, so far as practicable, to mortgages which are deemed 
by the Association to be of such quality, type, and class as to meet, 
generally, the purchase standards imposed by private institutional 
mortgage investors and the Association shall not purchase any mort- 
gage insured or guaranteed prior to the effective date of the Housing 
Act of 1954. In the interest of assuring sound operation, the prices to 
be paid by the Association for mortgages purchased in its secondary 
market operations under this section, should be established, from time 
to time, within the range of market prices for a particular class of 
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mortgages involved, as determined by the Association, The volume of 
the Association's purchases and sales, and the establishment of the 
purchase prices, sale prices, and charges or fees, in its secondary 
market operations under this section, should be determined by the 
Association from time to time, and such determinations should be 
consistent with the objectives that such purchases and sales should be 
effected only at such prices and on such terms as will reasonably pre- 
vent excessive use of the Association’s facilities, and that the oper: 
tions of the Association under this section should be within its income 
derived from such operations and that such operations should be 
fully self-supporting * * | Italic supplied. ] 

The language of section 304 (a), which is quoted above, imposes 
upon F NM A, among other things, the obligation of establishing its 
purchase prices under its sec ondary market operations “from time to 
time, within the range of market prices for the particular class of 
mortgages involved, as determined by the Association.” This require- 
ment poses a special problem to FNMA because the general secondary 
mortgage market is not an organized market like the stock market, or 
the grain market, and does not provide prices on a uniform national 
basis. 

FNMA ascertains the ranges of market prices that relate to the 
various Classes of mortgages, for which it is in the market to purchase, 
by requesting a volume of private buyers and sellers of mortgages at 
many locations throughout the Nation to disclose periodically the pric- 
ing and other details of actual, private, sales transactions. The ex- 
cellent cooperation we have had from private buyers and sellers in 
this matter has made it possible for us to carry on a continuing series 
of pricing surveys, The market price ranges developed from these 
surveys are carefully considered by the Association when it revises its 
mortgage purchase price schedules. They were carefully considered 
when the schedules were revised last August. 

The information and experience we have obtained shows that many 
diverse pricing factors can affect individual mortgages or groups of 
mortgages. Investors, of course, are concerned w ith the rate of yield 
arising from mortgage investments in comparison to other types of 
investments: so, the interest rate of a particular mortgage loan be- 
comes an important. pricing factor. Another factor is the amount of 
the mortgagor’s equity. This usually consists prince ipally of the down- 
payment. When the relative equity is greater there is presumably less 
likelihood that the investor will incur a less or be put to the trouble 
and expense of liquidating the security. Mortgage servicing problems 
may be increased when the security is located at a distance from popu- 
lation or financial centers, or the applicable foreclosure laws may re- 
quire cumbersome and protracted procedures; thus, both the geogr aphi- 

cal and the jurisdictional locat oR of the mortgaged property may be 
pricing factors. Still another factor is the length of the term of the 
loan because the risks flowing from economic unknowns become greater 
as the term lengthens. As stated above, all of these factors affect mort- 
gage market prices. The influence of certain individual factors is illus- 
trated to some extent on the face of our purchase price schedules. 

The mechanics of the adjustment of August 29 involved a compari- 
son, on a State-by-State basis, of the existing purchase price schedules 
with the market price ranges—ascertained as described above—for 
the particular classes of mortgages involved. Significant differences 
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were noted in 20 States and the Territory of Hawaii between FNMA’s 
existing purchase price schedules and the related market price ranges. 
On August 29, the Board of Directors of the Association considered 
these differences, and approved a resolution directing that the price 
schedules concerned be adjusted downward, effective August 29, to 
bring them within the upper limits of the existing market price ranges. 
Your letter correctly states the extent of FN MA's purchase price ad- 
justments in the 20 States concerned. 

We feel that the procedure used by FNMA in determining the prices 
it will pay for mortgages in its secondary market operations is suf- 
ficiently sound and accurate as to oreclude any necessity for the As- 
sociation to refer its secondary market pricing problem to an advisory 
committee. In relation to this matter, however, I should like to state 
that the Association is always prepared to make appropriate adjust- 
ments in its purchase prices whenever proper evidence shows that 
such adjustments are in order in the light of price changes in the 
general market applicable to like transactions. 

I hope that the subcommittee will find in the foregoing a complete 
explanation of how FNMA developed and published its purchase price 
adjustments of August 29, 1956. I wish to assure the subcommittee 
that those who have the 1 esponsibility of directing FNMA’s opera- 
tions are anxious that FNMA will only follow those policies that are 
proper and consistent with the purposes for which the Association’s 
operations were chartered. 

We have at various times given some thought to handing out gen- 
eral press releases of our pur rchase price changes, but for the reasons 
outlined above we have felt that such a publication procedure might 
perhaps, under the circumstances, be inappropriate. I am glad to 
have had this opportunity to outline my views regarding the matters 
referred to in your letter and should it be desired, I shall be glad to 
discuss this matter further with you. 

Sincerely yours, 
J.S. Baucuman, President. 


Concress or THE Unttep States, 
Howse oF REPRESENTATIVES, 
GOVERNMENT INFORMATION SUBCOMMITTEE OF THE 
CoMMITTEE ON GOVERNMENT OPERATIONS, 
October 29, 1596. 
Mr. J. Srantey BAUGHMAN, 
President, Federal National Mortgage Association, 
Washington, D.C. 

Dear Mr. Baveuman: Thank you for your comprehensive report in 
the letter of October 19, 1956, on the Federal National Mortgage As- 
sociation’s information practices in connection with changes in mort- 
gage purchase prices. 

A careful reading of your report fails, I believe, to support the 
conclusion in the last paragraph that it would be “inappropriate” to 
inform the public of purchase price changes in connection with 
FNMA’s secondary market operations. You explain that FNMA’s 
market purchase operations are limited to FHA or VA home mort- 
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gages and FNMA does not seek to interfere with economic forces 
responsible for market prices. Your letter adds: 

“We do not know that such interference would occur if our purchase 
price adjustments were widely published in the press, but we think 
there is good reason to believe that such publicity might have an effect 
on market, prices that would be entirely out of proportion to the mag- 
nitude of FNM A’s limited operations.” 

In view of the importance of the people’s right to know the facts of 
Government—a basic right in a democracy—I question the advis- 
ability of restricting the information in question. The possibility that 
public announcement of changes in mortgage purchase prices “might 
have an effect on market prices” does not seem to me to be a valid reason 
for abridging a basic democratic right. 

I would imagine the press releases enclosed with your letter are 
typical of the 21 press releases issued by FNMA during the first 9 
months of 1956. They cover such minor subjects as the announce- 
ment of monthly dividends on FNMA common stock; the disclosure 
of changes in common stock subscription requirements; reports on 
total mortgages purchased, and the appointment of new employees. 
The press releases also cover such important subjects as the explana- 
tion of action taken to make home mortgage funds available, strength- 
ening the home construction market and facilitating the purchase of 
low-cost homes. 

Reading these press releases it would appear that FNMA reports 
only minor matters and those developments which show that the 
Nation’s home construction economy is in good shape. Since there 
was promotion of favorable information but no publicity of the un- 
favorable fact that the depressed mortgage market required a change 
in FNMA purchase prices, it would be possible to arrive at a conclusion 
that FNMA publicizes the good facts and fails to report the bad. 

I hope, therefore, FNMA will reconsider its determination not to 
announce changes in mortgage purchase prices. 

I note, also, that your report fails to answer one question in my let- 
ter of October 1, 1956. I wrote: 

“The subcommittee also would like to know whether it is the policy 
of FNMA to revise the mortgage purchase price without public 
announcement. If this is the policy, please explain why it is followed 
and. cite the specific statutory or other legal:authority for restricting 
this information from public distribution.” 

Since you failed to indicate FNMA’s authority to restrict the in- 
formation in question, I would appreciate your citation of this 
authority as soon as possible. 

A copy of the intermediate report on the subcommittee’s study of 
availability of information from Federal executive agencies and de- 
partments is being sent to you under separate cover. This report em- 
phasizes the importance of a full and free flow of information in a 
democracy which FNMA should consider carefully in arriving at 
decisions to restrict information. If any restriction is placed on in- 
formation by FNMA—a Government agency using public funds and 
Federal powers—it is incumbent upon the agency to fully justify the 
restriction. 

Sincerely, 
JoHn E. Moss, Chairman. 
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Frpprat Nationa Morreace Assocration, 
Hovustne AnD Home Finance AGENcy, 
Washington, D. C., November 6, 1956. 
Hon. Joun E. Moss, 
Chairman, Government Information Subcommittee of the 
Committee on Government Operations, Washington, D.C. 

Dear Mr. Cuarrman: I am replying to your October 29 letter 
which comments on the report in my letter of October 19 on FNMA’s 
information practices in connection ‘with changes in its mortgage pur- 
chase prices under its secondary market oper rations. 

The matter of whether routine changes in FNMA’s mortgage 
purchase prices should be covered by press releases has been recon- 
sidered by our Board of Directors, As you know, we think it would 
be most unfortunate if publicity that may be disproportionate to 
the volume of our operations should have a material effect on the 
market prices of mortgages. 

The members of our Board, however, are willing on a trial basis to 
supplement existing price change procedures by the issuance of press 
releases. Accordingly, our procedures have been altered in line with 
that policy determination of our Board of Directors. 

With respect to the question that is put to me on the second page of 
your letter, I must state that it is not possible for me to give you a 
citation of definitive legal or other authority that in express and 
specific terms outlines FNMA’s authority, or discretion, with respect 
to its information practices. However, in view of the general powers 
that the Congress has conferred on the Association, in section 309 of 
its charter act, I think there can be no question that FNMA has 
ample authority to conduct its information practices in consonance 
with policies determined by its Board of Directors. 

If I may furnish you with any other information, please call upon 
me. 

Sincerely yours, 
J.S. Baveuman, President. 


V. Rariroap AccipeNtT STATISTICAL INFORMATION FROM THE 
INTERSTATE COMMERCE COMMISSION 


Following subcommittee hearings on January 26, 1956, the Inter- 
state Commerce Commission agreed to delay plans to make confidential 
statistical infor mation on railroad accidents. Instead, the Commission 
held discussions on a revision of the statistics so that more adequate 
information on accidents would be gathered from railroad companies. 
A 77-page set of rules governing the accident information to be re- 


ported to the ICC was adopted effective January 1, 1957. The resulting 


statistical information will not be held confidential by the ICC as was 
originally planned and public hearings on the question of confi- 
dentiality are to be held. 

The following correspondence details the matter : 
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Concress oF THE Unrrep Srares, 
House or REPRESENTATIVES, 
GOVERNMENT INFORMATION SUBCOMMITTEE OF THE 
COMMITTEE ON GOVERNMENT OPERATIONS, 
October 3, 1956. 
Hon. Antruony F. Arpata, 
Chairman, Interstate Commerce Commission, 
Washington, D. C. 

Dear Mr. Arpara: On January 26, 1956, the House Government 
Information Subcommittee held hearings with representatives of the 
Interstate Commerce Commission regarding accident statistics. 

The ICC was planning to make the statistics confidential, How- 
ever, it may be recalled, 1CC witnesses agreed to hold hearings on the 
matter of confidentiality. 

The subcommittee would like to inquire whether such hearings 
have been held or set. If the hearings have been held, we would 
appreciate a copy of the transcript. 

While the subcommittee made no recommendation on the subject, 
it was quite apparent during the hearings that the subcommittee was 
opposed to having the paper curtain pulled down on another and so 
import: int segment of legitimate public information. 

The subcommittee would appreciate being currently advised on 
this matter. 

Sincerely, 
Joun FE. Moss, Chairman. 





INTERSTATE COMMERCE COMMISSION, 
OFrrIce OF THE CHAIRMAN, 
Washington, October 9, 1956. 
Hon. Joun E. Moss, 
Chairman, Government Information Subcommittee of the Com- 
mittee on Government Operations, Washington, D.C. 

Dear CuArrMAN Moss: This letter is in response to your letter of 
October 3, 1956, inquiring about the status of the proposed changes 
in the railway accident reporting rules and the question whether any 
such reports should be made confidential. 

Last winter, Mr. See, Mr. Johnson, and other representatives of 
railroad labor asked me whether I wouldn’t help initiate an informal 
conference on this whole subject since they thought that the matter 
could be resolved to the satisfaction of all parties. 

[ arranged to have Commissioner Owen Clarke, who is in charge 
of the Bureau of Safety and Service, and Commissioner Rupert L. 
Murphy, who is in charge of the Bureau of Transport Economics and 
Statistics, meet with the representatives of labor and the other parties 
involved. 

On May 15, 1956, Commissioners Clarke and Murphy and Director 
Jelsma held a conference with representatives of the Railway Labor 
Executives Association for the purpose of discussing proposed changes 
in the Railway Accident Reporting Rules and the question of whe ther 
any such reports should be confidential. 

At the conclusion of the meeting, the legal representatives of the 
Railway Labor Executives Association requested additional time to 
discuss certain points with members of their association, and agreed 
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to submit their views in writing as promptly as possible. Since then, 
repeated efforts have been made by Director Jelsma to obtain these 
written comments. 

During September, Director Jelsma was advised that October 15 
was the earliest date that the labor representatives could meet with 
us again, and presumably submit their written views 

Because of the numerous delays, it is unlikely that the new rules 
could take effect on January 1, 1957. It is also doubtful whether a 
final determination can be made on the question of confidentiality 
before that date. 

Until the written representations are received from labor, it ap- 
pears necessary to hold the entire matter in abeyance 

I shall keep you posted concerning such developments. 


Sincerely yours, 
ANTHONY ARPAIA, Chairman. 





ConGrEss OF THE UNTTED STATES, 
Houser or REPRESENTATIVES, 
GOVERNMENT INFORMATION SUBCOMMITTEE OF THE 
CoMMITTEE ON GOVERNMENT OPERATIONS, 
November 2, 1956. 
Hon. AntHony F. Arpata, 
Chairman, Interstate Commerce Commission, 
Washington, D.C. 

Dear Mx. Cuarrman: I understand that you have had a conversa- 
tion with House Government, Information Subcommittee staff mem- 
bers with regard to hearings on the availability of statistics on rail- 
road accidents. 

It would be appreciated if you would inform, in advance, of the 
date and place of the hearings. 

The subcommittee considers it very important for the ICC to hold 
public hearings on this subject, for serious consideration should be 
given before the curtain is pulled down on information regarding 
railroad accidents. 


Sincerely, 
Joun E. Moss, Chairman. 


INTERSTATE CoMMERCE COMMISSION, 
OFFICE OF THE CHAIRMAN, 
Washington, November 14, 1956. 
Hon. Joun E. Moss, 
Chairman, Government Information Subcommittee of the Com- 
mittee on Government Operations, Washington, D. C. 

Dear CHatrMAN Moss: This is in response to your letter of Novem- 
ber 2, 1956, requesting to be advised of the date and place of public 
hearings on the question of whether or not certain railroad accident 
reports should be made confidential. 

Last December the Commission issued a public notice, which was 
published in the Federal Register, requesting all interested parties to 
file written comments in support of or in opposition to the proposal. 
Thereafter, upon the specific request of certain railroad brotherhoods, 
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a series of informal conferences were held with their representatives. 
About 10 days ago, the railroad brotherhoods filed a written statement, 
setting forth their views in full. Accordingly, we believe we have 
before us now the representations and views of all interested parties. 

However, in view of your request, the Commission will give con- 
sideration to providing a further opportunity for interested persons 
to submit their views. 

In view of the fact that notice was given last Spring and no other 
parties submitted any comments, it is unlikely that anyone else wishes 
to be heard. 

We shall keep you advised. 

Sincerely yours, 
AntHony Arpata, Chairman. 


INTERSTATE COMMERCE COMMISSION, 
OFFICE OF THE CHAIRMAN, 
Washington, November 27, 1956. 
Hon. Joun E. Moss, 
Chairman, Government Information Subcommittee of the Com- 
mittee on Government Operations, 
House of Representatives, Washington, D.C. 


Dear CuHatrMAN Moss: Since writing you on November 14, 1956, 
regarding the proposed revision of rules for reporting railroad acci- 
dents and keeping form T reports confidential, the Commission has 
received a letter from Attorney James L. Highsaw, Jr., representing 
the brotherhood of railroad unions, in which he states that the rail- 
road brotherhoods have no objection to the proposed revised rules 
becoming effective January 1, 1957, provided that certain other sub- 
stantive matters and the question of confidentiality would be con- 
sidered during 1957. 

This has cleared the way for the revised rules to become effective. 
The Commission has also set a new date for the submission of repre- 
sentations on the question of confidentiality by all interested parties, 
through public notice. 

I am enclosing a copy of the order adopting the revised rules, effec- 
tive January 1, 1957, and a copy of the public notice. You will note 
that all parties interested are to submit written statements of their 
views on or before February 1, 1957. 

The above information is to keep you fully posted concerning devel- 
opments in this matter, as I promised. 

Sincerely yours, 
AntTHuony Arpaia, Chairman. 


INTERSTATE ComMERCE CoMMISSION, 
Washington, D. C., November 26, 1956. 


NOTICE OF FURTHER RULEMAKING PROCEEDINGS WITH RESPECT TO MONTHLY 
REPORTS OF RAILROAD ACCIDENTS 
(49 CFR 125.10-125.60) 
On January 26, 1956, the Commission issued a notice consolidating 


into a single rulemaking proceeding (a) the revision of its rules gov- 
erning monthly reports of railroad accidents and (b) the question of 
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whether the monthly reports of railroad accidents filed on form T 
should be made confidential. 

Following the receipt and consideration of the written views of 
interested persons, the Commission, on November 23, 1956, issued re- 
vised rules governing monthly reports of railroad accidents, to be- 
come effective January 1, 1957. 

The Commission will give further consideration as to whether the 
monthly reports of railroad accidents filed on form T should be made 
confidential, and to whether further changes should be made in the 
rules governing monthly reports of railroad accidents. Accordingly, 
interested persons may file with the Commission, on or before Feb- 
ruary 1, 1957, written statements of their views on these matters. Re- 
quests for oral argument must be filed on or before February 15, 1957. 

The Commission will consider the written statements already filed 
by interested persons in the consolidated rulemaking proceedings in- 
stituted on January 26, 1956. 

Harorp D. McCoy, Secretary. 


VI. Coast Guarp InrormMaATION ReGuLATIons 


The United States Coast Guard, at the request of the House Gov- 
ernment Information Subcommittee, reappraised the release:of infor- 
mation from Coast Guard investigations of marine casualties, The 
situation had been brought to the attention of the subcommittee by 
the Detroit Free Press when the newspaper was refused photographic 
xccess to evidence in connection with a collision on the St. Clair River, 

The Coast Guard’s planned revision of marine investigation regu- 
lations would include the following positive statement on the avail- 
ability of information: 


Sec. 136.09-17 Sessions to be public. All sessions of a 
Marine Board of Investigation for the purpose of obtaining 
evidence shall normally be open to the public, subject to the 
provision that the conduct of any person present shall not be 
allowed to interfere with the proper and orderly functioning 
of the Board. Sessions will not be open to the public when 
evidence of a classified nature or affecting national security 
is to be received. 


The new regulations also would state that “information as to the 
time, place, and general subject matter of investigations” of marine 
accidents will be released “except when matters of national security 
may be involved.” 

Another new section of the regulations would state that records of 
marine boards of investigation into accidents involving loss of life are 
“public records available for inspec tion. on inquiry during the business 
day at Coast Guard Headquarters * * 

The revised Coast Guard rapatitiolig covering suspension and _re- 
vocation proceedings against licensed marine officers would include 
new public information section detailing the information which will 
be released on oe aa under this section. It would state: 


Sec. 137.17-5 Public Information. (a) Information m: Ly 
be released, upon inquiry, as to whether investigation of a 
specified complaint is in progress, as to the facts that charges 
have in fact been preferred, or that an investigation has been 
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closed without action as provided in’ section 137.05—5. (a). 
(b) Information may be released, upon inquiry, as to 
scheduled times of hearings conducted pursuant to this part, 
and charges in such hearings shall be accessible to inspection 
upon inquiry, except when the nature of the charges is such 
that disclosure would unduly prejudice the interests of the 
person charged without furthering the public interest. 

(c) Information as to proceedings at which public attend- 
ance is permitted may be released upon inquiry to the same 
extent as the presence of the inquirer would have determined, 
except that when hearings have ceased to have current interest 
no information shall be released concerning the disposition 
of charges unless such release is otherwise provided for in 
this subpart or specifically authorized by the Commandant. 


The planned addition of positive statements on the availability of 
information in the revised Coast Guard regulations will be an im- 
portant recognition of the public’s right to know. The regulations, 
however, still would permit restrictions on information for the welfare 
of the person accused—claiming such restriction is in the “public 
interest.” This and other details of the revised regulations deserve 
further consideration. 


VIL. Feperat Trape Commission INFORMATION 


During a subcommittee hearing with Federal Trade Commission 
representatives on February 2, 1956, the Commission’s general regula- 
tions on information were dine ussed as well as the Commission’s prac- 
tices on information about the various trade practice committees set 
up to advise the agency. 

The FTC agreed to consider a general revision of its restrictive regu- 
Jations on public information and on November 9, 1956, John W. 


Gwynne, Federal Trade Commission Chairman, wrote the subcom- 
mittee: 


This matter has been under study by a staff committee 
which expects shortly to make a report to the Commission. I 
will advise you as soon as the Commission has taken final ae- 
tion on the matter. 


The problem of information about the Federal Trade Commission 
trade practice committees is discussed in connection with advisory 
committees under section VIIT B. 


VILL. INrormation Apour Apvisory CoMMITTEES 


Responses to a questionnaire sent out by the House Government 
Operations Executive and Legislative Reorganization Subcommittee 
indicate there are some 5,000 special committees set up to advise. the 
various agencies of the Federal Government. These committees have 
become an important adjunct to the Federal Government and this un- 
derscores the importance of adequate information from and about the 
committees to keep the public in touch with their activities. 
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A. DEPARTMENT OF AGRICULTURE ADVISORY COMMITTEES 


House Report No. 2947, 84th Congress, 2d session, included six ree- 
ommendations, based upon hearings with the Department of Agricul- 
ture, to improve the flow of information about advisory committees 
(H. R. 2947, p.92). Many of the recommendations have been put into 
effect by the Agriculture Department. However, the Department still 
has reservations on complete disclosure of advisory committee ac- 
tivities. Until the entire public is taken into the confidence of the 
Government, there is still the possibility that an “insider” could take 
advantage of privileged information. The following correspondence 
explains the matter: 

DeEpaRTMENT OF AGRICULTURE, 
Washington, D. C., October 15, 1956. 
Hon. Joun E. Moss, 
Chairman, Government Information Subcommittee, 
Committee on Government Operations, 
House of Representatives. 

Derar ConcressMAN Moss: This refers to your letters of Septem- 
ber 18 and October 1, 1956, concerning recommendations ia, by 
your subcommittee and approved by the House Government Opera- 
tions Committee relating to informational practices pertaining to 
advisory committees. The recommendations are as follows: 

“Advisory committees.—With respect to the availability of infor- 
mation about the thousands of industry advisory committees, it is 
suggested that: 

“(1) The various departments and agencies issue uniform instruc- 
tions within the department for handling information about advisory 
committee meetings. 

“(2) Advance notice should be made of all meetings of advisory 
committees, subcommittees, task forces, or other groups, including the 
agenda to be discussed during the meeting. 

“(3) The names of all participants should be made public. 

“(4) Minutes of each meeting should be made available for public 
inspection, with deletions only where national security is involved. 

“(5) The chairman of the advisory committee, or a spokesman, 
should be available to brief the press about any recommendations and 
to present the general picture of what went on behind closed doors. 

“(6) So that ‘insiders’ sitting on the advisory committee can gain no 
possible advantage, a press release should be issued or a briefing ses- 
sion should be held before the opening of the particular market next 
day.” 

You request advice as to whether the Department is taking any steps 
to improve its information practices with regard to advisory com- 
mittees, particularly that relating to issuing a press release or holding 
a briefing session before the opening of the market on the day follow- 
ing the meeting. You also make special reference to point (6) as 
set out above. 

As pointed out in the Department’s letters to you dated January 17 
and April 21, 1956 (exhibits 17 and 19, hearings before subcom- 
mittee of the Committee on Government Operations, House of Rep- 
resentatives, pt. 2, pp. 422 and 425), and our letter to you of June 13, 
1956, the Department has clarified its information policy regarding 
the activities and recommendations of advisory committees and has 
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informed our information, policy, and administrative personnel in- 
volved of this policy asa antes a lnendiinel such information. In pur- 
suance of this, our general practice is to give correspondents advance 
notice of meetings either verbally through our pressroom, or by notice 
on the news tickers, or by both methods. Briefings are provided, 
either by a Government official or a committee member, or both, which- 
ever best meets the needs of the news correspondents. Press releases 
are issued, except in such cases where there is a lack of interest on the 
part of correspondents or because there was no definite position or 
action taken. However, in such cases, even though releases are not 
issued, correspondents are informed verbally of what was discussed 
and are given the opportunity of briefing sessions if they desire them. 

We believe that for the most es at least, the Department’s policy 
of making information available is not incompatible with the recom- 
mendations quoted above. The policy with respect to making minutes 
available for public inspection was discussed in our letter of June 13, 
1956, to you. 
With specific reference to point (6) relating to making information 
emanating from advisory groups available to the public before the 
opening of the appropriate market the next day, our statement of 
policy contemplates that wherever possible this will be done. We 
must, however, reserve an exception for those cases where immediate 
disclosure of information bearing upon decisions affecting market 
prices is premature and therefore contrary to the public interest. 

Sincerely yours, 
True D. Morss, Acting Secretary. 


House or REPRESENTATIVES, 
GOVERNMENT INFORMATION SUBCOMMITTEE OF THE 
CoMMITTEE ON GOVERNMENT OPERATIONS, 


October 22, 1956. 
Hon. True D. Morse. 


Acting Secretary, Department of Agriculture, 
Washington, D.C. 

Dear Mr. Morse: Thank you for your letter of October 15, 1956, 
with reference to the recommendations of the House Government In- 
formation Subcommittee. 

I note that you still take exception to the sixth recommendation with 
regard to availability of information from advisory committees: 

“(6) So that ‘insiders’ sitting on the advisory committee can gain 
no possible advantage, a press release should be issued or a briefing 
session should be held before the opening of the particular market 
next day.” 

As we interpret the Department’s present policy, you still reserve 
the right to withhold information under certain conditions. Your 
letter stated : 

“With specific reference to point (6) relating to making information 
emanating from advisory groups available to the public before the 
opening of the appropriate market the next day, our statement of 
policy contemplated that wherever possible this will be done. We 
must, however, reserve an exception for those cases where immediate 
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disclosure of information bearing upon decisions affecting market 
prices is premature and therefore contrary to the public interest.” 

Let me observe that: the Department of Agriculture is assuming a 
tremendous responsibility in withholding, even in exceptional cases 
which you cite. You will recall that on “April 2 23, 1956, newspapers 

carried the story of the indictment of three members of the Agriculture 
Department’s Cotton Export Industry Advisory Committee. It is not 
for this subeommittee to prejudge these individuals, but we do know 
from our study of the av: ailability of information that the possibility 
of using inside information tends to destroy the confidence of the public 
in the Government’ s use of such committees. It is much better, there- 
fore, to have full and complete disclosure of all meetings of industry 
advisory committees, unless, of course, national security is involved. 

In addition, there can be a disastrous effect on other citizens who 
are asked to serve on industry advisory committees. This subcom- 
mittee has listened to contentions by Government officials that the men 
who serve on advisory committees would be less candid in giving their 
opinions if full disclosure of what transpired is made. I want to 
make it crystal clear that these are mere claims by Government of- 
ficials and that, to date, the subcommittee has received no substantia- 
tion of the contentions from outside sources. The burden of proof 
for these claims rests on Government officials. 

Sincerely, 
JOHN E. Moss. Chairman. 


DEPARTMENT OF AGRICULTURE, 
Washington, mu. November 16, 1956 
Hon. Joun E. Moss, 
Chairman, Government Information Subcommittee, Committee 
on Government Operations, Tlouse of Represe ntatives., 

Dear ConeressMANn Moss: This acknowledges your letter of October 
22, 1956, with respect to the Department’s policy for making avail- 
able to the public the results of meetings of advisory committees. 

We regret that we do not appear to be in complete accord as to the 
policy of the Department in this respect. We believe that in actual 
practice there will be few cases where full information about com- 
mittee action will not be available promptly if desired. But we feel 
that we must note the possibility of situations where a temporary or 
occasional withholding of information is essential in the public interest. 

Your letter refers to the report carried in the press of April 25, 
1956, of the indictment of three members of the Agriculture Depart- 
ment’s Cotton Export Indusiry Advisory Committee. Your letter 
further states: 

“It is not for this subcommittee to prejudge these individuals but 
we do know from our study of the availability of information that 
the possibility of using inside information tends to destroy the con- 
fidence of the public in the Government’s use of such committees.” 

The investigation leading to this indictment was made as the re- 
sult of information supplied to the Department of Justice by this 
Department. We are not aware that anyone has suggested that there 
is a connection between the subject matter of this indictment and in- 
formation which could have been obtained in advisory committee 
sessions. 
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This committee has subsequently been disbanded and no meetings 
were held after the meeting of March 21, 1956... Incidentally, as.stated 
in our letter of June 13, 1956, information concerning this meeting 


was given to the public and the press through a briefing at the con- 
clusion of such meeting. 


Sincerely yours, 
True D. Morse, Under Secretary. 


B. FEDERAL TRADE COMMISSION TRADE PRACTICE COMMITTEES 


During a subcommittee hearing with Federal Trade Commission 
oflicials on February 2, 1956, the subcommittee discussed the avail- 
ability of information from and about trade practice committees which 
advised the agency. 

John W. Gwynne, FTC Chairman, wrote the subcommittee on 
April 13, 1956, that some additional information would be made avail- 
able. He stated: 

The Commission does believe that it possible and reason- 
able for it to make public: (1) the identity and business con- 
nection of members of trade practice committees formed 
under its standard provision; (2) the dates and places of the 
committee’s meetings with its personnel; and (3) the agenda 
of those meetings; and is directing its staff to do so. 


Although the Federal Trade Commission has not yet moved toward 
the full disclosure of information recommended in House Report 
2947, Chairman Gwynne said additional information will be made 
public: 


In the event the Commission’s experience with committees 
under its standard provision indicates to it that greater pub- 
licity can be given to committee activities without impairing 
their usefulness or violating published policy regarding sim- 
lar information * * * 


IX. Lanp VALUATION Survey INFORMATION FROM THE 
VETERANS’ ADMINISTRATION 


The Portland Journal in Portland, Oreg., requested access to a 
Veterans’ Administration report on residential lot values in the 
Portland metropolitan area, The report was prepared for the Vet- 
erans’ Administration by a group of non-Government real estate ap- 
praisers. After VA officials refused to make the report public, the 
Portland Journal contacted Herbert Brucker, chairman of the free- 
dom of information committee of the American Society of Newspaper 
Editors. Mr. Brucker complained to the: Special Subcommittee on 
Government Information that refusal of the report restricted access 
to public information. 

The Committee Report on Survey and Residential Lot Value 
Opinions, dated July 25, 1956, was made public by the Veterans’ Ad- 
ministration after the agency was contacted by the subcommittee. 
Although the report in question no longer is restricted, the difficulty 
in obtaining the information indicates the Veterans’ Administration 
has not set forth a clear policy to be followed by agency employees 
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in making similar information available in the future. The follow- 
ing correspondence explains the matter: 


Howuses or REPRESENTATIVES, 
GOVERN MENT INFORMATION SUBCOMMITTEE OF THE 
CoMMITTEE ON GOVERNMENT OPERATIONS, 
December 17, 1956. 
Hon. H. V. Hieiey, 
Administrator, Veterans’ Administration, 
Washington, D. C. 

Dear Mr. Hietzry: The House Government Information Subcom- 
mittee has been informed that a Veterans’ Administration report on 
land costs and comparable details in the Portland, Oreg., area has 
been refused to the press and the public. This matter was brought 
to the attention of Mr Ralph H. Stone, Chief Benefits Director, in a 
letter December 10, 1956, ‘trea Herbert Brucker, chairman of the 
freedom of information committee of the American Society of News- 
paper Editors. The report in question is titled “Land Valuations 
Survey.” The subcommittee has been informed that the report was 
prepared for the Veterans’ Administration by a group of independent 
appraisers selected for the particular purpose. 

The VA answer to the subcommittee’s questionnaire of November 
1955 on information practices and policies lists under question I 1 (a) 
the categories and types of information possessed by VA which are 
not made public. A careful reading of the 9 categories of restricted 
information listed by the VA shows that the report in question did 
not fall under any category. 

It may be contended that information such as that contained in the 
report can be gathered by a Government agency only if the information 
is given in secrecy. This theory has been presented to the subcom- 
mittee in hearings with other executive agencies, usually in connection 
with information about advisory committees. The subcommittee has 
not regarded it as a valid contention. 

If the information in question is not available to the public, is it 
available to congressional committees? If the information is held 
confidential in either case, under what statutory authority is this 
action taken? Is there a departmental rule or regulation covering this 
specific refusal of information? If so please provide the subcommittee 
with copies. 

If the refusal of information is on the basis of a discretionary action, 
please explain fully. 

The subcommittee will appreciate answers to the above questions 
and a complete report on the matter as soon as possible. We are 
preparing for hearings with the Defense Department next month and 
I hope this matter can be settled without the necessity of a time- 
consuming hearing with the Veterens’ Administration. 

Sincerely, 
Joun E. Moss, Chairman. 
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VETERANS’ ADMINISTRATION, 
OFrricr OF THE ADMINISTRATOR OF VETERANS’ AFFAIRS, 
Washington, D. C., December 21,1596. 
The Honorable Joun E. Moss, 
Chairman, Government Information Subcommittee of the Com- 


mittee on Government Operations, House of Representatives, 
Washington, D.C. 


Dear Mr. Moss: Thank you for your letter of December 17 concern- 
ing the matter of public release of the land valuation survey in Port- 
land, Oreg. 

Mr. Ralph H. Stone, Chief Benefits Director, has requested the man- 
ager of our regional office in Portland to make a copy of the report 
available to the editor who had expressed interest in it. I am enclos- 
ing a photostat of the only copy available to this office, feeling that it 
may be of interest to you. 

Reports of this type are occasionally prepared by outside consultants 
as an aid to our effective planning of the loan guaranty operation. As 
you will appreciate, such reports and analyses are purely advisory in 
nature, and are used together with such other dependable information 
as can be brought to bear on the subject, in connection with our respon- 
sibility of arriving at accurate valuations of property against which 
guaranteed loans are to be issued. 

The Veterans’ Administration has always endeavored to keep the 
public fully informed as to matters of broad general interest. Our 
only concern over the release of a report of this type is that it be cor- 
rectly understood by the public, as expressing the opinion of con- 
sultants, rather than the judgment of the VA or any other agency of 
Government. In this particular case, I am confident that any respon- 
sible editor will place the correct evaluation upon the content of the 
report. 

Sincerely yours, 
H. V. Hierzy, Administrator. 


CONGRESS OF THE UNITED STATEs, 
Hovss oF REPRESENTATIVES, 
GovERNMENT INFORMATION SUBCOMMITTEE OF THE 
CoMMITTEE ON GOVERNMENT OPERATIONS, 


January 4, 1957. 
Hon. H. V. Hierey, 


Administrator, Veterans’ Administration, 
Washington, D.C. 

Dear Mr. Hictry: Thank you for sending me a copy of the land 
valuation survey in Portland, Oreg., and for making the report avail- 
able to the editor who originally expressed interest in it. 

Releasing the report removes the restriction of information in the 
current instance, but it does nothing to clarify the Veterans’ Ad- 
ministration overall policy on such information. If information will 
be made available by the VA only after it receives complaints from 
Congress, the unnecessary delay certainly is not in keeping with your 
comment that “the Veterans’ Administration has always endeavored 
to keep the public fully informed as to matters of broad general 
interest.” 
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I would appreciate, therefore, your answers to the questions posed 
in my letter of December 17, 1956. I wish to know, particularly, 
whether there is a departmental rule or regulations covering the avail- 
ability of information such as the report in question. 

If there is such a regulation and it provides for the release of reports 
with an accompanying explanation that the report does not express 
the judgment of the Veterans’ Administration, I am sure that there 
would be no similar delays in releasing future information. In 
hearings with other departments and agencies, the subcommittee has 
found that laudable information programs are expressed by the top 
agency officials, but these programs often are not spelled out clearly 
for the guidance of the employees at the working level who release or 
restrict information. 

Sincerely. 
JouN E. Moss, Chairman. 


X. InForRMATION FOR CoNaress From tHE GENERAL SERVICES 
ADMINISTRATION 


The Special Subcommittee on Government Information received 
complaints that a new congressional liaison office established by the 
General Services Administration caused difficulties in obtaining in- 
formation. The administrative order establishing the new liaison 
office required the answers to all mail and telephone calls from Mem- 
bers of Congress, their staffs and congressional committee staffs to 
be handled by a Special Assistant for Congressional Liaison. 

The subcommittee’s study of the new GSA liaison office implied 
no criticism of any office established to make information more readily 
available to Congress; however, the subcommittee had been informed 
GSA employees who had provided information to Congress no longer 
were able to do so since all information funneled through the Special 
Assistant for Congressional Liaison. 

After correspondence between GSA officials and the subcommittee, 
the GSA worked out a proposed amendment to the administrative 
order establishing the new congressional liaison office. Instead of re- 
quiring all telephone calls and visits from Members of Congress, their 
staffs and congressional committee staff members to be handled by the 
Special Assistant for Congressional Liaison, the amended order would 
permit GSA employees to provide the requested information directly. 

The amended order also would point out that the new congressional 
liaison setup was not designated to restrict information to Congress. 
The opening paragraph would state: 


This order is not intended to impose any restrictions upon 

GSA employees regarding contacts by or with congressional 

sources but is issued to accomplish the following ‘threefold 

objective: to expedite delivery of information, to insure ac- 

curate and complete answers to inquiries, and to keep the Ad- 

ministrator and other appropriate officials of GSA informed 

as to congressional interest in the operations and programs 

of this agency. 

Whether the new GSA congressional liaison system makes informa- 
tion more readily available to Congress depends, largely, upon the 
practice GSA employees follow in putting an amended administra- 
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tive order into effect. If the working level employees of the agency 

do not understand that they are free to provide information in con- 
ional investigations, a major legislative activity will be ham- 

pered. If the employees continue to provide facts and comments 

about GSA activities with which they are familiar, while the Con- 

gressional Liaison Office expedites routine information, both Congress 

and the public will benefit. 

Following is the correspondence which explains the matter: 


ConGREss OF THE UNITED STATES 
House or REPRESENTATIVES 
GOVERNMENT INFORMATION SUBCOMMITTEE 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 


October 29, 1956. 
Hon. F. G. Forte, 


Administrator, General Services Administration, 
Washington, D.C. 

Dear Mr. Fiorre: The House Government Information Subcom- 
mittee has received reports from congressional committee employees 
and from staff members in congressional offices that the operation of 
the GSA Congressional Liaison Office has caused difficulties in obtain- 
ing information. 

The subcommittee, in its charter letter, was specifically instructed 
to study the availability of information from the Federal executive 
departments and agencies to Members of Congress and congressional 
committees. This is one of the areas covered in the subcommittee’s 
questionnaire published in November, 1955. 

The staff of the subcommittee has received from Mr. Bernard L. 
Flanagan, Special Assistant to the Administrator, copies of adminis- 
trative orders and memoranda establishing a new congressional liaison 
system. Administrative order No. 185 states the reorganization of 
the GSA Congressional Liaison Office is based on a survey by the man- 
aging consulting firm of Cresap, McCormick & Paget. 

I would appreciate knowing the cost of the survey and having a 
copy of the portions of the survey which apply to GSA informational 
practices in connection with either the Congress or the public. 

I note that administrative order 196, in section 3, requires employees 
to either funnel all telephone calls from Members of Congress, or 
their staffs, through the Special Assistant for Congressional Liaison 
or to make a written memorandum reporting the conversation. The 
memorandum is to be forwarded to the special assistant. 

Section 26 of the memorandum of September 25, 1956, from the 
special assistant requires all replies to congressional mail from offi- 
cials other than the Administrator, Deputy Administrator, or Assist- 
ant Administrators, to be “cleared” by the Special Assistant to the 
Administrator. 

I would appreciate your explanation of these sections of the direc- 
tive and the memorandum. Please explain not only the method of 
operation under these instructions, but also the reasons for their is- 
suance. 

In GSA’s answer to the subcommittee’s questionnaire, it was esti- 
mated that the cost, of providing information to congressional com- 
mittees and to Members of Congress was $259,377. In answer to ques- 
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tion III-6 (b), GSA explained the then current operation of its con- 
gressional haison unit and stated the personnel in the unit consisted 
of three persons. 

I would appreciate an up-to-date report on the revised congressional 
liaison organization, including an estimate of the cost, the number 
of employees, their duties and all other pertinent facts. 

Sincerely, 


Joun E. Moss, Chairman. 


GENERAL SERVICES ADMINISTRATION, 
Washington. 
Hon. Joun E. Moss, 
Chairman, Government Information Subcommittee, 
Committee on Government Operations, 
House of Representatives, Washington, D.C. 

Dear Mr. Cuatrman: Further reference is made to your letters 
of October 29 and November 23, 1956, reget ing certain information 
concerning the Congressional Liaison Office of GSA and the cost of 
providing information to Members and committees of the Congress. 

As pointed out in your letter of October 29 the present Congres- 
sional Liaison Office is based upon a recommendation contained in 
the report of the managing consulting firm of Cresap, McCormick & 
Paget. This firm under a contract with the Bureau of the Budget 
made a survey of the organization and management of GSA and sub- 
mitted a report and recommendations to the contracting agency. 
Therefore, I am obliged to refer you to the Bureau of the Budget for 
information as to the cost of the survey and a copy of the portions of 
the report which apply to GSA informational practices in connection 
with either the Congress or the public. 

I wish to point out, however, that recommendation No. 37c¢ (5), 
page 42, of the statement of recommendations which this firm sub- 
mitted to the Bureau of the Budget states, “establish separate and 
stronger offices for information and for congressional liaison.” 

Pursuant to this recommendation and motivated by a desire to im- 
prove and strengthen liaison with the Congress the Administrator has 
established within his Office an operational unit headed by a Special 
Assistant for Congressional Liaison. This staff activity is designed 
to maintain close cooperation with the Congress, to assist Members of 
Congress and congressional committees in connection with legislation 
and all other matters pertaining to GSA, to provide a single con- 
venient place to which congressional inquiries, both written and oral, 
may be directed, and to assure prompt and accurate replies to such 
inquiries. 

Administrative order No. 196 simply implements the functions of 
the Congressional Liaison Office. In order to insure prompt, complete 
and accurate replies to correspondence, it provides for the forwarding 
of all congressional mail to this office for control, referral, and follow- 
up. Our goal is to see that all such mail is either acknowledged or 
fully answered within 5 working days from date of receipt. 

Further, to insure prompt, complete, and accurate replies to oral 
inquiries, administrative order No. 196 provides for the referral of 
telephone calls from Members of Congress or members of their staffs 
and congressional committees to the Office of Special Assistant to the 
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Administrator for Congressional Liaison. However, is such referral 
is not feasible, the order provides for the submission of a memorandum 
reporting the nature of the conversation to the Congressional Liaison 
Office by the employee or official of GSA who received and responded 
to the call. 

It is, indeed, unfortunate if Administrative order No. 196, section 
3, by ambiguity creates the impression that a “gag rule” is applied 
against GSA employees regarding contacts by or with congressional 
sources. Let me assure you that in no sense is this order an attempt 
to restrict in any degree the flow of information to the Congress. As 
a matter of fact, an employee of this agency is free and expected to an- 
swer routine requests for information or detailed requests for tech- 
nical information pertaining to his particular field and job. 

In order to clarify any ambiguity in Administrative order No. 196 
a revision has been drafted and is presently under study, copy of which 
is attached. However, I believe you will agree that it is important, 
if not imperative, that the Administrator be advised as fully as pos- 
sible concerning matters in which Members of Congress, personally or 
through their representatives express a particular interest. 

With reference to your inquiry concerning the “clearance” of mail, 
as required by my memorandum dated September 26, 1956, section 
26, the purpose of this requirement is to review the outgoing mail as 
to grammar, accuracy and responsiveness and to prepare myself for an 
expl: unation to the Administrator at the time he is to affix his signa- 
ture. Much of the correspondence passing through this office has at- 
tached thereto voluminous files which the Administrator could not 
possibly find time to review. A brief rundown on such eases for the 
Administrator removes from him a tremendous and time consuming 
burden. Further, it reduces the chances that inconsistent policies on 
similar matters or issues will be stated. 

In your letter of October 29, 1956, you pointed out that in answer to 
your subeommittee’s 5 questionnaire GSA (October 10, 1955) estimated 
that the cost of providing information to congressional committees 
and to Members of Congress was $259,377; $20,377 of the total cost 
of $259,377 was allocable to congressional: heibon under the Office of 
the General Counsel. As requested in your letters of October 29 and 
November 23, 1956, the annual cost of providing information to con- 
gressional sources is now estimated to cost $350,000; $65,000 of the 
total cost is allocable to the Congressional Liaison Office. 

I trust that this will clarify any question as to this agency restricting 
the flow of information to the Congress. However, any additional 
information your subcommittee may desire will be furnished upon 
request. 

Sincerely yours, 
Bernarp L. FLANAGAN, 
Special Assistant to the Administrator. 


XI. Orrice or Srratectc InrorMaTion, DEPARTMENT OF COMMERCE 


The 25th Intermediate Report, 84th Congress, 2d session, of the 
House Committee on Government Operations covering the activities 
of the special Subcommittee on Government Information, was ap- 
proved unanimously by the committee on July 20, 1956. A major 
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recommendation adopted by the House Government Operations Com- 
mittee was that “the Office of Strategic Information in the Department 
of Commerce should be abolished” (H. Rept. No. 2947, 84th Cong., 2d 
sess., pp. 21-27; pp. 84 and 85; p.91). 

The following correspondence outlines efforts to implement the 
recommendation : 


Cona@ress OF THE UNITED Sx, PKs, 
House or REPRESENTATIVES. 
GOVERNMENT INFORMATION SUBCOMMITTEE OF THE, 
COMMITTEE ON GOVERNMENT OPERATIONS, 
October 1, 1956. 
Hon. Stnciarr WEEKS, 
Secretary of Commerce, 
Department of Commerce, Washington, D. 


Dear Mr, Secretary: On July 27, 1956, the report of the Commit- 
tee on Government Oper ‘ations covering availability of information 
from Federal departments and agencies was filed with the House of 
Representatives. This report, a copy of which is enclosed for your 
information, was adopted unanimously by the House Committee on 
Government Operations. 

On page 91 of the report, the committee recommends that the Office 
of Strategic Information in the Department of Commerce should be 
abolished. I am sorr y you were unable to attend any of the extensive 
hearings held by the Special Subcommitee on Government Informa- 
_ Ta however, you have been informed of the hearings cover- 

the Office of Strategic Information. 

Since the office operates under a Department of Commerce order, I 
would like to know what action you plan to take on the subcommittee’s 
recommendation that the OSI should be abolished. I do not believe it 
is necessary for me to explain by letter the reasons for the recommenda- 
tion. They are fully explained in the body of the report and in tran- 
scripts of hearings which have been available to your department for 
many months. 

Please inform me what action you plan to take on the OSI before 
October 15, 1956, since this is an item which is to be included in the sub- 
committee’s report. 

Staceely, 
Joun E. Moss. Chairman. 


DEPARTMENT OF COMMERCE, 
OFFICE OF THE GENERAL COUNSEL, 
Washington, D. C., October 11,1956. 
Hon. Joun E. Moss, 
Chairman, Government Information Subcommittee, 
Committee on Government Operations, 
House of Representatives, Washington, D.C. 

Dear Mr. CuatrMan: Your letter of October 1, 1956, addressed to 
Secretary Weeks has been referred to me for reply. 

Please be advised that the Department has this matter under review, 
but it is not expected that this review will be completed prior to Octo- 
ber 15, 1956. 

Sincerely yours, 
2 Priurp A. Ray. General Counsel. 


ee Fath 
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CoNnGRESS OF THE UNITED STATES, 
House or REPRESENTATIVES, 
{FOVERNMENT INFORMATION SUBCOMMITTEE OF THE 
CoMMITTEE ON GOVERNMENT OPERATIONS, 
October 26, 1956. 


Hon. Srnciarrk WEEKS, 
Secretary of Commerce, 
Department of Commerce, Washington, D.C. 

Dear Mr. Secretary: In answer to my letter of October 1, 1956, 

I received a reply from Mr. Philip A. Ray, General Counsel of the De- 
artment, stating merely that the question of abolishing the Office of 
Strategic Information is “under review.” 

I believe this is a matter of prime importance in the area of avail- 
ability of information. It is not an issue to be treated as lightly as 
does the brief, curt letter from Mr. Ray. 

I would appreciate knowing as soon as possible exactly who in the 
Department of Commerce is supervising the review of the operations 
of the OSI, how that review is being carried out, what factors are 
being considered, and all other pertinent facts in this connection. 

I also wish to know whether the Department of Commerce has pre- 
pared a budgetary justification for future funds for the OSI, and, if 
not, please inform me of the exact status of work on the OSI budget. 
It is my understanding the executive departments and agencies are 
presenting their budget proposals at this time to the Bureau of the 
Budget for eventual transmission to Congress. 

As I informed you in my earlier letter, the OSI question is an im- 
portant item to be included in the report of the activities of the House 


Government Information Subcommittee. I hope the subcommittee 


will be given complete answers to the questions posed in this letter 
and my earlier letter, so that it will be unnecessary to hold another 
time-consuming hearing on the OSI. 
Sincerely, 
JoHN E. Moss, Chairman. 


THE SECRETARY OF COMMERCE, 


Washington, November 15, 1956. 
Hon. Jouw E. Moss, 


Chairman, Government Information Subcommittee, 
Committee on Government O perations, 
House of Representatives, Washington, D.C. 

Dear Mr. Cuarrman: This is in reply to your letter of October 26, 
1956, regarding the Office of Strategic Information. 

Under Secretary of Commerce Walter Williams has been designated 
to supervise the review of the operations of that Office. I have asked 
him to write you further about the matter. 

I regret the delay in undertaking the survey but this is a matter 
which warrants the direct attention of Mr. Williams and, as you can 
well understand, his time has been preempted until quite recently. 

Sincerely yours, 
Srnciam WEEKS, Secretary of Commerce. 
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Tue Unver Secrerary oF CoMMERCE, 
Washington, November 16,1956. 
Hon. Joun E. Moss, 

Chairman, Government Information Subcommittee, Committee 
on Government Operations, House of Representatives, Wash- 
ington, D.C. 

Dear Mr. Cuairman: As the Secretary of Commerce recently in- 
formed you, I have been designated to supervise the review of the op- 
erations of the Office of Strategic Information. 

IT am leaving immediately to represent the President at the opening 
of the Bogota International Trade Fair and to proceed directly from 
there to the Far East to confer with the embassies and foreign govern- 
ment officials concerned with the International Trade Fair program. 

I regret that the survey will have to await my return early in Jan- 
uary. At that time, I would like to begin by obtaining your views at 
a luncheon meeting here in my office. 

Rather than prejudge the result of the survey, a preliminary budget 
for the continuance of the activities of the Office has gone forward to 
the Bureau of the Budget. To do otherwise would be to resolve the 
matter out of hand without the consideration which it deserves. Such 
an action will not, of course, mean a decision to continue the operation 
if it is decided otherwise. 

You may rest assured that immediately upon my return I will call 
you and this matter will be my first order of business. 

Sincerely yours, 
Watrer WILLIAMS. 


The Commerce Department’s tactics apparently are intended to post- 
co as long as possible, the evaluation of the Office of Strategic In- 
ormation. The agency, meanwhile, continues the expenditure of 
public funds on a function which makes no discernible contribution to 
governmental efficiency or economy. The House Government Opera- 
tions Committee reported there was no justification for the existence 
of an agency restricting information which is, by the very language of 
the OSI charter, “unclassified.” 

Instead of considering the committee’s report seriously, the Depart- 
ment chose to assign its review of the OSI to an officer about to depart 
on an extended tour abroad. In the meantime, inertia prevails and 
funds for this agency stand unchallenged in a budget that will be on 
the way to Congress by the time the Department is prepared to con- 
sider the matter. 
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XII. Rurapu ELECTRIFICATION ADMINISTRATION INFORMATION CoMPAR- 
ING Pusiic AND Private Power Costs 


In an annual report, entitled “Energy Purchased by REA Bor- 
rowers,” the Rural Electrification Administration had published a 
chart comparing the amount REA borrowers had to pay for electric 
power from private utility companies to the cost of energy from public 
power sources. The comparative chart was deleted from the 1953 re- 
port. It was replaced by a graph showing the average cost of energy 
purchased from both private and public sources, 

The subcommittee had received complaints that combining the chart 
into a single graph made comparisons between the costs of private and 
ublic power difficult. After a long series of staff discussions and 
etters | the subcommittee, REA agreed to publish the chart as it 
appeared prior to 1953, Following are the charts as originally pub- 
lished and as revised after 1953, along the correspondence which ex- 
plains the matter: 
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CHART II 


AVERAGE COST PER KWH OF ENERGY PURCHASED 
BY REA BORROWERS“ 
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CoNGRESS OF THE UNITED STATES, 

Houser or REPRESENTATIVES, 

GOVERNMENT INFORMATION SUBCOMMITTEE OF THE 
CoMMITTEE ON GOVERNMENT OPERATIONS, 
September 19,1956. 
Mr. Davin A. Hamat, 

Administrator, Rural Electrification Administration, 

Department of Agriculture, Washington, D.C. 

Dear Mr. Hamiv: On October 27, 1955, a member of the staff of the 
House Government Information Subcommittee discussed with Messrs. 
Beall and Ingram of your agency the format of your annual report. 

Due to the pressure of other matters, the subcommittee was unable 
to go into hearing on the subject of the abbreviated report which you 
now issue. If you will recall, several charts contained in the annual re- 
port were omitted and altered, starting in the fiscal year 1954. These 
had to do with the average cost per kilowatt of energy purchased by 
REA borrowers. 

In staff discussions, it was pointed out that omission of the compara- 
tive cost of power from public as against private power sources was & 
matter of great importance to many millions of REA users and 
borrowers. 

Officials of REA said that the information contained in certain 
charts had been omitted when REA’s Annual Report of 36 pages 
with charts and illustrations was condensed into 3 pages in the An- 
nual Report of the Secretary of Agriculture. 

We would like to inquire whether you intend to return to the old 
format in your next annual report and whether copies will be freely 
availaable as public documents, as in the years prior to fiscal year 
1954. 

The REA Act of 1936, as amended in 1949 (U. S. Code, title 7, 
ch. 31, sec. 10), says: 

“The Administrator shall present annually to the Congress not 
later than the 20th day of January in each year a full report of his 
activities under this act.” [Italics added. ] 

Even on matters of such a technical nature as the cost of power, REA 
cooperative administrators and users throughout the country should 
have the fullest information readily available in clearly presented 
statistics. 

Sincerely, 
Joun E. Moss, Chairman. 


Unirep States DEPARTMENT OF AGRICULTURE, 
Rourau ELEcTrRIFICATION ADMINISTRATION, 
Washington, D.C., September 21, 1956. 
Mr. Joun E. Moss, 
Chairman, Government Information Subcommittee of the 
SS on Government a 
1540 House Office Building, Washington, D. C. 

Dear Mr. Moss: In reply to the question raised in your letter of 
September 19, the annual report of the Administrator for the fiscal 
year 1956 will be printed and copies will be freely available as public 
documents. We plan to order 2,500 copies of the report which is the 
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maximum permitted by law. The content and statistical tables in the 
1956 annual report will be similar to those in annual reports of pre- 
vious years. 
Sincerely yours, 
Davin A. Hamu, Administrator. 


ConGREss OF THE Untrep STATEs, 
House or REPRESENTATIVES, 
GOVERNMENT INFORMATION SUBCOMMITTEER OF THE 
CoMMITTEE ON GOVERNMENT OPERATIONS, 


September 26, 1956. 
Mr. Davm A. Hamm, 


Administrator, Rural Electrification Administration, 
Department of Agriculture, Washington, D.C. 

Dear Mr. Hamu: Your letter of September 21, 1956, regarding 
Rural Electrification Administration Annual Reports fails to answer 
completely my September 19, 1956, letter to you. 

My letter stated in paragraph 5: 

“We would like to inquire whether you intend to return to the old 
format in your next annual report and whether copies will be freel 
available as public documents, as in the years prior to fiscal year 1954.” 

The italics are supplied to indicate the portions of our inquiry 
which were not answered satisfactorily in your reply. 

In your answer you said merely that: 

“The content and satistical tables in the 1956 annual report will 
be s?milar to those in annual reports of previous years. 

The italics are supplied to indicate that you a6 not intend to return 
to the format prior to fiscal year 1954 and that the format will only 
be “similar.” 

The subcommittee would like an expanded explanation of what you 
intend to do and a precise answer to the precise questions asked in 
my letter of September 19, 1956. 

Sincerely, 
JoHN E. Moss, Chairman. 


Unrrep States DeparTMENT OF AGRICULTURE, 
Rurat ExLecrriricATion ADMINISTRATION, 
Washington, D.C., October 12, 1956. 
Hon. Joun E. Moss, 
Chairman, Government Information Subcommittee of the Com- 
mittee on Government Operations, Washington, D. C. 


Dear ConcressMAN Moss: We regret that our letter of September 
21 did not answer to your satisfaction the questions you asked about 
the annual report made by the Rural Electrification Administration. 
In our reply to your letter of September 19, we assumed from the 
questions you asked in the fifth and sixth paragraphs that you were 
concerned only with the matter of content and publication of the 
Administrator’s annual report. 

We are enclosing a table of contents and a list of the tables for the 
1956 Administrator’s annual report, which is required by section 10 
of the Rural Electrification Act. A comparison with the 1953 annual 
report shows that the format of the report is similar to, but not iden- 








58 AVAILABILITY OF INFORMATION FROM FEDERAL AGENCIES 


tical with, that for 1955 and earlier years. We have rearranged the 
order of presentation so that information on the rural electric pro- 
gram, the rural telephone program and agency administration are 
contained in separate sections. Unlike the report for 1953 and earlier 
years, the tables in the 1956 report are grouped at the end of the report 
instead of being interspersed throughout the report. We hope that 
this reorganization of the report will improve its usefulness. The 
scope and content of the 1956 report has not been changed from that 
of previous reports, except to reflect current program developments. 
For these reasons, as we stated in our previous letter, the content and 
satistical tables in the 1956 annual report will be similar to those in 
annual reports for previous } years. 

In your letter of September 19, you mentioned the comparative cost 
to REA borrowers of power from public and private power sources. 
These data have not been included in the Administrator’s annual re- 
ports to the Congress. The cost of energy is shown in an REA pub- 
lication entitled “Energy Purchased by REA Borrowers,” which is 
published each fiscal year. The report for 1952 and earlier years con- 
tained data on the average cost per kilowatt-hour purchased by REA 
borrowers as a group in each State from each class of supplier. The 
assembly of these data in one table for all borrowers led to direct com- 
parisons by users of the publication that were not valid without careful 
reference to differences in the services rendered by the suppliers and 
to geographic differences which affect the cost of power. As the result 
of ‘objections raised by REA borrowers and others to these average 
figures which covered widely different circumstances, we discontinued 
publishing the average cost of power by classes of suppliers on a State 
and national basis in 1953, and eliminated all tables and charts from 
the report which invited such comparisons. While these averages were 
discontinued, the report gives for each borrower the cost of energy 
it purchases from each of its power suppliers. This information does 
provide for each borrower comparative data on the cost. of power from 
public and private sources in a form most useful to both REA and 
its borrowers. 

Because the comparative tables and charts on a State and national 
basis are misleading, we have not planned to include them in the 1956 
energy purchased report. A very limited number of requests have 
been made of REA since 1952 for such data. We have given the data 
to those persons requesting it, pointing out the facts which must be 
considered in making comparisons. We are most anxious to provide 
full and accurate information on the REA programs and we shall 
appreciate any comments you may have econcerning these arrange- 
ments. 

Sincerely yours, 
Davi A. Hamin. Administrator. 
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Coneress oF THE Untrep States, 
House or REPRESENTATIVES, 
GOVERNMENT INFORMATION SUBCOMMITTEE OF THE 
COMMITTEE ON GOVERNMENT OPERATIONS, 


October 22, 1956. 
Mr. Davin A. Ham, 


Administrator, Rural Electrification Administration, 
Department of Agriculiure, Washington, D.C. 


Dear Mr. Hamiz: Thank you for your letter of October 12, 1956, 
explaining the deletion of tables and charts comparing the cost of 
power purchased by REA borrowers from public and private power 
sources. Since you state you are “most anxious to provide full and ac- 
curate information on the REA programs,” I will be happy to com- 
ment as you request. 

I understand from your letter that the REA publication entitled 
“Energy Purchased by REA Borrowers” contained, before 1953, tables 
and charts comparing the cost of power purchased from public power 
sources to the cost of power from private companies. You state, how- 
ever, that information permitting comparisons of public and private 
power costs to REA borrowers on a statewide and national basis has 
been deleted from the publication because it might be misleading. 

If a comparative chart showing purchase prices for public and pri- 
vate sources is misleading, it would seem that a consolidated public- 
private average would beeven more misleading. I fear deleting infor- 
mation on comparative costs pulls down another curtain between the 
RE A’s operations and the public. 

It is well to say that the basic data are available “upon request.” 
But few people or organizations have the staff and adding machines 
to work out statistical comparisons as REA has done prior to 1953. 

Facts about the operation of Government can be obscured at times 
by deluging the public with too many detailed statistics. It is the 
obligation of Government to summarize these statistics with clarity 
so they can be understood by the average citizen. 

Prior to 1953, REA’s report focused the statistics, through tables 
and charts comparing the cost of public and private power, so they 
could be readily understood. Instead of removing this information 
from the report, it would seem better to add explanatory material, if 
iecessary, so that costs of public and private power can be compared 
correctly. Government agencies have a duty not only to make infor- 
mation available to the public but also to provide the facts of Gov- 
ernment in a usable, understandable form. 

I also note you stated in your letter that the information was de- 
leted as “the result of objections raised by REA borrowers and 
others. * * *” The subcommittee feels that we should look at the ob- 
jections raised by REA borrowers and others. A member of the 
staff of the subcommittee will be in touch with your office in the near 
future to look over the specific objections. 

Sincerely, 


Joun E. Moss, Chairman. 
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CONGRESS OF THE UNITED STATES, 
Hovust or REPRESENTATIVES, 
(JOVERNMENT INFORMATION SUBCOMMITTEE OF THE 
COMMITTEE ON GOVERNMENT OPERATIONS, 


December 17, 1956. 
Mr. Davin A. Hamm, 


Administrator, Rural Electrification Administration, 
Department of Agriculture, Washington, D. C. 


Dear Mr. Hami: To clarify my letter to you of October 22, 1956, 
1 believe the public is entitled to as much information as it is possible 
for your agency to provide. 

The 1951-52 Annual Report of Energy Purchased by REA Bor- 
rowers included a chart comparing the average cost per killowatt 
hour of energy dew ased by REA borrowers from public and from 
private power sources. 

The next comprehensive report published on the subject, for the 
1953-54 fiscal year, contained a chart which deleted the comparison 
of cost of power purchased from public and private power. 

The chart, as it was published in 1952 and earlier years, should be 
published in your coming annual report. To continue to refuse to 
make the information available might lead to the conclusion that the 
chart has been deleted because it reflected unfavorable comparisons. 

Please inform the House Government Information Subcommittee 
as soon as possible whether or not the chart in question will be in- 
cluded in your agency’s next annual report. I hope that this matter 
can be settled without the necessity for a public time-consuming 
hearing. 

Sincerely, 
Joun E. Moss, Chairman. 


Untrep States DEPARTMENT OF AGRICULTURE, 
Rourau EvLecrrirication ADMINISTRATION, 
Washington, D. C., December 28, 1956. 
Hon. Joun E. Moss, 
Chairman, Government Information Subcommittee, 
Washington, D. C. 

Dear ConoressMan Moss: In accordance with your request of 
December 17, 1956, we shall be pleased to include in the next annual 
energy purchased ‘report the same chart as appeared prior to 1953 
showing the average cost of energy purchased by REA borrowers from 
private and public suppliers. 

We expect that the new report—the 18th in the series—will go to 
the printer within the next week. 

Sincerely yours, 
R. G. Zoox, Acting Administrator. 


rc 
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LETTER OF TRANSMITTAL 


House or REPRESENTATIVES, 
Washington, D. C., March 21, 1957. 
Hon. Sam Raypurn, 
Speaker of the House of Representatives, 
Washington, D. C. 

Dear Mr. Speaker: By direction of the Committee on Government 
Operations, I submit herewith the committee’s third report to the 
85th Congress. The committee’s report is based on a study made by 
its Subcommittee on Public Works and Resources. 

Wim L. Dawson, Chairman. 
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Mr. Dawson of Illinois, from the Committee on Government Opera- 
tions, submitted the following 


THIRD REPORT 


On March 21, 1957, the Committee on Government Operations had 
before it for consideration a report from its Subcommittee on Public 
Works and Resources entitled “Private Electric Utilities’ Organized 
Efforts To Influence the Secretary of the Interior (Ebasco Services, 
Inc., and Rocky Mountain Group).” 

After full consideration of the report as submitted by the subcom- 
mittee, upon motion made and seconded, the report was approved and 
adopted as the report of the full committee. The chairman was 
directed to transmit a copy to the Speaker of the House. 


INTRODUCTION 
BACKGROUND OF INVESTIGATION 


This report covers an organized effort by a group of Rocky Moun- 
tain power companies and Ebasco Services, Inc., a subsidiary of the 
Electric Bond & Share Co., to influence the Secretary of the Interior 
and Federal power policy. 

The committee wishes to make it perfectly clear that it does not 
question the right of any person or group of persons to present views or 
information on any matter to any branch or agency of Government or 
to the public. The committee believes, however, that in so presenting 
views and information, the leaders of the public utility industry, which 
is affected with a public interest and whose operations are subject to 
public regulation, have a responsibility to present facts accurately 
and without distortion, to avoid appeals to fear and bias, and to convey 
such views and information openly and not covertly or in the safety of 
anonymous numbers. Where these standards are not met, we be- 
lieve that their efforts are properly the subject of official scrutiny. 


1 





2 EFFORTS TO INFLUENCE SECRETARY OF THE INTERIOR 


Before the above matter came to the attention of the Subcommittee 
on Public Works and Resources, the House Committee on Government 
Operations, on June 7, 1956, had approved a report entitled, “Effect 
of Department of Interior and REA Policies on Public Power Prefer- 
ence Cossennune,” This report—House Report No. 2279, 84th Con- 
gress—was based on extensive hearings held in various parts of the 
country by the Public Works and Resources Subcommittee. One of 
the recommendations in House Report No. 2279 was that “Congress 
launch a full-scale joint investigation by both Houses to determine 
whether or not there is an organized effort of the private power com- 
panies to influence the Federal administration, the Congress, the gov- 
ernments of the States, and the political life of the Nation.” 

It is against this background that the developments which led into 
the matter of the present report should be sketched. 

In its list of accessions for May 1-16, 1956 (List No. 60), the Central 
Library of the United States Department of the Interior included 
this entry under the heading “Electric Power” : 

HD9685 

U5F3 
The Federal power program; its background, growth and consequences, 
[n. p., 19537] 37 p. col. maps, col. diagrs. 22 x 28 cm. Cover title; on verso 
of cover: The principal investor-owned power companies serving the Rocky 
Mountain area have prepared this booklet of factual information with the 
thought that it will be useful to the Secretary of the Interior and his De- 
partment. 

Upon investigation, this document turned out to be an eye-catching 
booklet containing colored maps and charts with a limited amount of 
text. Its cover and back are of heavy red paper, hence the frequent 
references to it as the “red book.” On its first page is this stamp: 


CENTRAL LIBRARY 
Received 
NOV 17 1955 
Library 
DEPARTMENT OF THE INTERIOR 


Several unusual aspects of the booklet were immediately apparent.* 
First, it had no reference whatever to any author, editor, publisher, 
or date of publication. There was only the vague recital of its spon- 
sorship by certain unnamed private power companies serving the 
Rocky Mountain area. 

Second, it was specifically addressed to the Secretary of the In- 
terior and his Department. Its presumptive year of publication was 
1953, and this indicated that it was intended for the edification of 
the new Secretary of the Interior under the Eisenhower administra- 
tion. So elaborate and graphic a publication was, without doubt, 
designed to be particularly hard-hitting. 

Third, inspection of the booklet revealed that its text, as well as its 
statistical charts and maps, contained numerous examples of inaccu- 
rate, incomplete, distorted, and otherwise deceptive information which 
could only have been calculated to mislead the officials to whom it was 
directed and to create in them a state of mind hostile to the then 
existing Federal power program. 


2 See appendix I of this report, in which the complete booklet is reproduced. Also note 
changes as listed in appendix II of this report. 
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Fourth, the booklet in the Interior Department Library contained a 
supplement or addendum on typewritten sheets in an envelope at- 
tached to the inside of the back cover. The addendum carried the 
heading: “Excerpt From Talk by John T. Kimball, December 1, 1952. 
A Proposal for a National Power Policy.” This proposal stood for 
an almost total reversal of the then existing Federal power policy. 

While they were left anonymous in the booklet, the subcommittee’s 
investigation disclosed that the companies involved were: Arizona 
Public Service Co., Public Service Company of Colorado, the Montana 
Power Co., Utah Power & Light Co., and Idaho Power Co.,? and 
that the research, the artwork, and the publishing had been done by 
Ebasco Services, Inc., * a New York engineering service company and 
a wholly owned subsidiary of Electric Bond & Share Co.* 


SUMMARY OF BASIC FACTS 


The decision to get out The Federal Power Program booklet was 
made by the presidenia of the five principal Rocky Mountain area 
power companies at a meeting held in Salt Lake City, Utah, in August, 
or early September, of 1952. These were Arizona Public Service 
Co., Public Service Company of Colorado, the Montana Power Co., 
Utah Power & Light Co., and Idaho Power Co. Mr. J. E. Cor- 
ette, president of the Montana Power Co., took the initiative to 
see that the booklet was prepared. His assistant, Mr. Colin W. Raff, 
undertook the detailed preparation. Mr. Corette engaged the serv- 
ices of Ebasco Services, Inc., a wholly owned subsidiary of the Electric 
Bond & Share Co., to do the basic research. Mr. Raff wrote the textual 
portions of the booklet and, on the basis of Ebasco’s research, drew up 
rough outlines of most of the charts and graphs. Ebasco then pre- 
pared the final drawings of the maps and charts and had the booklet 
printed. The first printing of the booklet consisted of 50 copies. A 
second printing of 1,500 copies was later ordered. The booklet costs 
were shared jointly by the five Rocky Mountain companies. 

On April 1, 1953, Mr. John T. Kimball, then vice president of the 
Arizona company, handed copies of the booklet personally to Secre- 
tary of the Interior Douglas McKay, Administrative Assistant Secre- 
tary Otis Beasley, Assistant Secretary for Water and Power Fred G. 
Aandahl, Assistant Secretary for Public Land Management Orme 
Lewis, Solicitor of the Department Clarence A. Davis and to others 
and discussed the booklet with them. On April 15, 1953, Mr. Thomas 

Roach, president of the Idaho company, handed a copy of the 
booklet personally to Under Secretary Ralph Tudor in his office and 
discussed it with him.° 

A document entitled “Excerpt From a Talk by John T. Kimball” 
was attached to the copy of the booklet obtained from the Interior De- 
partment Library. This document relates to a talk which was pre- 

ared for presentation at the 23d annual conference sponsored and 
nanced by Ebasco for its client company presidents in New York 


* Hereinafter these five companies will be referred to as the Arizona company, the 


Colorado company, the Utah company, the Idaho company, and the Montana company, 
respectively. 


® Hereinafter the word “Ebasco” will be used to designate the name of the company, 
Ebasco Services, Inc. 


‘Hereinafter the term “Electric Bond & Share” will be used to designate the name of 
Blectric Bond & Share Co 


5 Mr. McKay, Mr. Lewis, Mr. Tudor, and Mr. Davis have since resigned. 
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City December 1952. The first draft of Mr. Kimball’s talk was written 
by Ebasco’s director of research, Mr. C. N. Phillips. 

These annual meetings, conducted by Ebasco for the presidents of its 
client companies, consist to a great extent of speechmaking on high 
policy matters by officers of the invited companies and of Ebasco 
itself. In the instances of the 23d annual meeting of 1952, not only 
did Ebasco help arrange the program, but it actually wrote the talks, 
or in some cases drafts of the talks, to be given by client company offi- 
cers. This, it appears, was a procedure readily acquiesced in by the 
speakers. Of the 7 speeches for the second annual meeting made 
available to the subcommittee, 6 carry a dominant theme of deep 
antagonism to all forms of public ownership of electric power pro- 
duction and distribution, particularly on the part of the Federal Gov- 
ernment. 

As a result of tracing Mr. Kimball’s connection with the booklet to 
the Ebasco presidents’ meeting, there came to light in the files of the 
Arizona company, a number of interesting documents. When ampli- 
fied by the testimony of Messrs. Al Tudor and Kimball, they spelled 
out a high-pressure propaganda campaign by the Arizona company to 
mold public opinion into an attitude of hostility to all forms of public 

ower. 

“The Federal Power Program” booklet contained numerous inac- 
curacies, half-truths, distortions, and deceptions. It was obviously 
designed to “brainwash” the new Interior Department officials and to 
create or strengthen in them a sense of hostility to the Federal power 
program as it then existed. 

The effect of the booklet and of the Kimball talk on the formation of 
new power policy in the Department of the Interior could be shown 
directly, of course, only through actual admissions or actions by offi- 
cials of the Department. ‘There is no doubt, however, that the in- 
formation and importunities represented by the booklet and the Kim- 
ball talk fell on sympathetic ears in the Department. Suffice it to say, 
certain significant policy actions and declarations emanated from the 
Department in the months following presentation of the booklet in 
April of 1953. For instance, in May of 1953, the Department with- 
drew its intervention in the Idaho Power Co.’s license application 
proceeding before the FPC for its Oxbow project on the Snake River, 
thereby in effect announcing a position of nonsupport for a Federal 
Hells Canyon project. In September of 1953, the Department pro- 
mulgated new power-marketing criteria for the Missouri River Basin. 
A salient item of the criteria was the abandonment of contract provi- 
sions whereby power might be recaptured from private electric com- 
panies on proper notice for use by statutory preference customers. 
On August 11, 1954, the Department adopted verbatim regulations 
which had been secretly secured from the representative of the western 
power companies (including the five companies involved here) and 
which were highly detrimental to preference customers since they 
eliminated provisions for the wheeling of power to such customers 
(H. Rept. 1975, 84th Cong.). Until uncovered by this committee, the 
top Interior officials deliberately suppressed an Attorney General’s 
opinion highly favorable to rural electric cooperatives (H. Rept. 2279, 
84th Cong.). And, on July 12, 1955, the Secretary recommended 
legislation for the Trinity River division of the Central Valley project 
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to authorize negotiations for non-Federal construction of the power 
facilities and the sale of falling water to the Pacific Gas and Electric 
Co. Such a sale, of course, would mean that no Federal power would 
be available for sale directly to public preference customers. (See 
H. Doe, 281, 84th Cong.) 


CoNCLUSIONS 


1. In 1952 and early 1953, an organization of five Rocky Moun- 
tain area power companies, namely, Arizona Public Service Co., 
Idaho Power Co., the Montana Power Co., Public Service Co. of 
Colorado, and Utah Power & Light Co., conceived of, partially 
wrote, and sponsored a booklet of so-called factual information 
ending with a few general policy recommendations which were to 
be presented to whoever became the new Secretary of the Interior 
after January 1953. The purpose of the booklet was to influence 
or guide the formulation or implementation of Federal power 
policy by the Department of the Interior and to create or sustain 
in the new top officials of the Department a hostility to the Fed- 
eral power program as it had been established by Congress. 

2. The booklet, entitled “The Federal Power Program, Its 
Backeround, Growth, and Consequences,” was drawn up by the 
Montana company in collaboration with, and on the basis of data 
furnished by, the research department of Ebasco Services, Ince., a 
wholly owned subsidiary of the Electric Bond & Share Co. 

3. The so-called facts set out in the booklet do not furnish an 
honest or fair picture. The booklet is ful! of omissions of essen- 
tial facts, the use of inaccurate or inapplicable data, oversimplifi- 
cation or exaggeration, comparisons of the incomparable, scare- 
mongering, and attempts to undermine confidence in past 
governmental programs. 

4. The booklet carried not a word as to who its author, editor, 
or publisher were and only an indefinite reference by geographic 
area to its sponsors. This extraordinary circumstance betokens 
an unwillingness on the part of the actual author-editor, pub- 
lisher, and sponsors to have their names identified to the public 
at large with the booklet. 

5. The costs of the booklet were charged against advertising or 
administrative expense accounts which form part of the basis for 
the rates charged by the companies. Hence, the users of elec- 
tricity paid directly for this propaganda campaign. 

6. The booklet was placed physically into the hands of Secre- 
tary of the Interior McKay, Assistant Secretary for Water and 
Power Aandahl, Assistant Secretary for Land Management Orme 
Lewis, and Solicitor Clarence A. Davis by a vice president of the 
Arizona Public Service Co., Mr. John T. Kimball, during a 
luncheon meeting in the Department, where the booklet was re- 
viewed for those present. Mr. Kimball’s attendance at the 
luncheon was arranged by Assistant Secretary Lewis, a former 
director of and a former substantial stockholder in the Arizona 
company. 

7. The booklet was placed physically into the hands of Under 
Secretary of the Interior Ralph Tudor by a long-time acquaint- 
ance, Mr. T. E. Roach, president of the Idaho company, in the 
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course of what Mr. Roach admits was “a very satisfactory 
meeting.” 

8. The booklet was supplemented by an addendum in the form 
of an outline of proposals for a new national power policy which 
had been advanced at a meeting of utility company executives 
sponsored and arranged by Ebasco Services, Inc. These proposals 
are so sweeping that, if implemented by administrative and legis- 
lative action, they would accomplish an almost complete reversal 
of existing Federal power policy, including the nullification of the 
power responsibilities of the Department of the Interior and the 
TVA and the licensing and regulatory functions of the FPC. 

9. Through its wholly owned subsidiary, Ebasco Services, Inc., 
the Electric Bond & Share Co. maintains a nerve center for anti- 
public power and anti-Federal power propaganda. Through such 
devices as the sponsorship of meetings and the preparation of 
speeches for delivery by officials of its former subsidiary operat- 
ing companies, the Electric Bond & Share Co. maintains a large 
degree of influence and control over at least some of the activities 
of the operating companies from which it is supposedly divorced. 
The transfer of executives among former Electric Bond & Share 
subsidiaries and between present subsidiaries and “former” sub- 
sidiaries strengthens this influence and control even further. 

10. The Interior Department officials, since 1953, have to a large 
extent put into effect the Ebasco program to dismantle and sub- 
vert the Federal power program. 


RECOMMENDATIONS 


1. The results of this hearing, which was limited in scope, 
emphasize the need for carrying out recommendation No. 6 of 
House Report No. 2279, 84th Congress, 2d session, to wit, “that 
Congress launch a full-scale joint investigation by both Houses 
to determine whether or not there is an organized effort of the 
private power companies to influence the Federal administration, 
the Congress, the governments of the States, and the political 
life of the Nation.” The committee therefore reaffirms the quoted 
recommendation and urges that the arrangements for the joint 
investigation be made immediately. 

2. The relationship between the Electric Bond & Share Co. and 
its wholly owned subsidiary Ebasco Services, Inc., on the one 
hand, and the former subsidiaries of Electric Bond & Share, on 
the other hand, should be thoroughly investigated either jointly 
or severally by the Department of Justice, the Securities and 
Exchange Commission, the Federal Power Commission, and the 
Federal Trade Commission with a view to determining whether 
in fact the relationships between these companies have been 
severed in a manner which carries out the letter and spirit of the 
antimonopoly and the holding company laws. The named agen- 
cies are requested to report the results of their investigations in 
the matter, along with any legislative recommendations, to the 
Congress not later than the beginning of the 2d session of the 
85th Congress. 

3. The committee is gravely concerned with the propensity of 
the electric utility industry to prepare and present material to 
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governmental bodies and to others in an anonymous or semi- 
anonymous form which does not name the sponsors of the 
presentation. The committee has recently uncovered at least 
three instances in which this has occurred. First, there is the 
present instance, in which the five companies concerned and 
Ebasco were not named; second, House Report No. 1975, 84th 
Congress, 2d session, deals with a series of very important 
changes, damaging to the preference customers, in the Interior 
Department powerline regulations which were prepared by the 
same group of western utilities along with a few others and 
which were hand delivered to the Department in anonymous form 
and were largely adopted by the Department verbatim (oniy in- 
vestigation by the committee uncovered the source of the regula- 
tions); and, third, the committee discovered that a booklet 
entitled “Facts About the Southwestern Power Administration,” 
consisting of a presentation made by Congressman Ben Jensen, 
of Iowa, before the Appropriations Committee, had been printed 
and distributed to all Members of Congress by him. This book- 
let was printed and paid for by a group of 14 southwestern 
electric power companies with no identification of the 14 com- 
panies in the booklet and even without any indication at all 
that any electric company sponsored or paid for the booklet.* 
The electric industry is a recognized public utility oper- 
ating under governmental franchises and subject to public 
regulation. The committee believes that it is not proper for mem- 
bers of a utility industry of this nature to operate anonymously 
or semianonymously in their efforts to influence governmental 
officials and public opinion nor to use distorted factual material 
amounting to dishonest presentations. The committee urges the 
industry through its own efforts to eliminate such practices. If 
the industry proves unable to control its own members in the im- 
mediate future, the committee recommends that the Congress 
enact appropriate legislation to require that public utilities which 
prepare, sponsor, or pay for written material of any kind for 
presentation to any Federal official or agency, including Members 
of Congress, or which present such material, be specifically iden- 
tified in the material so presented or by an attachment thereto. 
4. The committee notes that each of the three companies whose 
representatives testified charged the expense of preparing the 
Federal power program booklet to a different account, but in every 
case the expenses were charged in such a way that they were borne 
by the rate payers, not the stockholders. The committee requests 
that Federal Power Commission investigate the manner in which 
the five companies involved charged the booklet and in which all 
companies which bought the pamphlet Turn on the Light charged 
the expense for acquiring and distributing it and to report the 
results of its investigations to the committee by May 1, 1957, along 
with its proposals to secure uniform accounting for such propa- 
ganda expenses. The Commission is further requested to inform 
the committee whether such expenses have been properly charged 


*See hearings: Effect of Administrative Acts and Policies of Department of Interior 
and Rural Electrification Administration on Rural Electric Cooperatives, Public Bodies, 
and Municipal Electrics. House Committee on Government Operations, 84th Cong., 
ist sess., pp. 112 and 226. 
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under existing law and regulations by each company and whether 
such expenses are properly charged against the rate payers. If 
the reply to the last question is in the affirmative, the Commission 
is further requested to present to the committee for consideration 
a draft of legislation which would eliminate the expense of pre- 
paring and disseminating similar propaganda as a charge against 
the rate payers. 


NARRATIVE STATEMENT 
ORIGIN, PREPARATION, AND PRESENTATION OF THE BOOKLET 


In August (or early September) of 1952, the presidents of five elec- 
tric companies of the Roc ky Mountain area met in Salt Lake City, 
Utah. The five companies were Arizona Public Service Co., Public 
Service Company of Colorado, Utah Power & Light Co. , Idaho Power 
Co., and the Montana Power Co. This followed a customary practice 
of these companies to meet informally and fairly regularly to discuss 
common problems and objectives. The name “Rocky Mountain group” 
is the one generally given to this loose and informal organization by 
its cons tituent companies. 

During the August 1952 meeting, a proposal was born to prepare a 
brochure or booklet to be presented to the next Secretary of the Inte- 
rior for his enlightenment and for the purpose of influencing or 
assuring his attitude on Federal power policy. It was assumed, so 
Mr. Colin Raff of the Montana company testified, that irrespective of 
the outcome of the November election in 1952, “there would be a new 
Secretary of the Interior who probably did not know the situation in 
the Rocky Mountain area.” No one from the five companies has 
claimed credit for the original idea. In fact, some testimony suggests 
that the proposal emerged by spontaneous g generation, 

That Ebasco was to assist in preparing ‘the booket was a decision 
made at the August meeting. Pi esident J. E. Corette, Jr., of the 
Montana Co., the man who actually took the initiative to have the 
booklet produced, is reported to have had high praise for Ebasco’s 
research work. (Sce hearings, p. 12.) 

There is little direct information about what else took place at the 
August meeting. It is fair to assume, however, not only from the deci- 
sion to seek assistance of Ebasco, but from the very elaborateness of 
the finished booket itself, that the contemplated work was to be a 
special effort. This can shao be deduced from the fact that it was to 
be addressed expressly to the “new” Secretary of the Interior (after 
the election in ovadiber 1952), a man “who probably did not know 
the situation in the Rocky Mountain area.” For, after the Congress 
itself, the Secretary of the Interior is the most important repository 
of authority and responsibility in the field of Federal power policy. 

What the originally conceived coverage and burden of the proposed 
booklet were to be is not clear. Perhaps at first it was thought that the 
Rocky Mountain area would yield enough to show the Secretary of 
the Interior what was wrong with the existing program there. How- 
ever, it must have become quickly apparent that the Rocky Moutain 
area did not provide enough examples of the sort of thing to be demon- 
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strated.’ Hence the booklet’s coverage was extended to Federal power 
development everywhere in the Nation. Questioned about this broad 
coverage in the booklet, Mr. Raff testified: 

* * * our position is that our problem is the same problem that exists 

nationwide, in our opinion. (See hearings, p. 23.) 

Thus the booklet did not take the form of a specialized exposition of 
the situation in the Rocky Mountain area by a group of companies 
peculiarly competent by location and experience to present it. In- 
stead, with Ebasco’s deftly distilled data covering the entire Federal 
power program from coast to coast, the hooklet bebhiis a potpourri 
of professional private-power pr opaganda. 

Following the meeting in Salt Lake City, Mr. Corette, having made 
oral arr angements for Ebasco’s participation in the job, turned the 
assignment over to Mr. Raff, his assistant, who was then the company’s 
advertising manager. Mr. Raff, however, consulted with Mr. Corette 
frequently during the disc harge of this assignment. 

From September through October of 1952, preliminary backup 
research on the booklet progressed, (See hearings, appendix ITT.) 
Broadly, the research assignment given to Ebasco was the extent and 
cost of the Federal power program, including specifically, the recla- 
mation program, and also some statistical data on the tax picture of 
the Federal program. 

According to Colin Raff, due partly to his illness, the booklet project 
was not actively prosecuted from November 1952 to the early part of 
January 1953. In January 1953, however, Mr. Corette advised Mr. 
Raff that the booklet had been in the making long enough and that it 
should be gotten out of the way. 

During the next 6 weeks (February and early March of 1953), Mr. 
Raff spent considerable time on the booklet. Toward the end of this 
period, he went to New York, where he performed his final work in 
the Ebasco offices there. It is known that the first printing of the 
booklet was completed by March 20, 1953. On or about that date, Mr. 
Corette attempted unsuccessfully to get an | appointment with the Secre- 
tary of the Interior McKay to present the booklet, since Mr. McKay 
was out of the country.” 


Mr. Raff explains the method of preparing and writing the booklet 
in this way: 


Mr. LANIGAN. When you came to getting the charts up, did you take the mate- 
rial that Ebasco gave you and work up the charts, or just how did you work 
them up? 

Mr. Rarr. Yes, we took the material. Mr. Corette and I discussed the book, 
sat down together. I laid out some dummies or very rough dummies, I might 
add, of the charts that I thought ought to be used, and in a general diseussion, 
we agreed upon the charts. I don’t recall whether all my ideas were accepted, 
incidentally. 

Mr. LANIGAN. And you and Mr. Corette are the ones who were responsible for 
selecting the material to be put in the charts? 

Mr. Rarr. That is correct. 

Mr. LANIGAN. And the figures were those that were supplied by Ebasco? 

Mr. Rarr. That is correct. (See hearings, p. 14.) 


?The testimony of Mr. C. N. Phillips ts relevant here. Asked what type of information 
was requested of Ebasco in September 7, 1952, he replied : 

“Well, my recollection is it was a request for some data, and onc of the things that I 
particularly remember about it because we were not too successful in doing it, was a 
breakdown of some historical data by regions, and there was an attempt made to do that. 
I think it failed because we did not have satisfactory data, and we are very particular, as 
1 told you when I talked to you, that our data be as accurate as humanly possible to make 
it, because that is my business, to produce accurate data for people.” (See hearings, 
D. 75.) 


® See letter to Mr. Corette from Mr. T. BE. Roach, dated March 20, 1953, p. 10, infra. 
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Although Mr. Raff rough-drafted most of the charts of the booklet 
himself, some were taken from previously existing Ebasco materials. 
For example, Mr. Garvin of Ebasco recalled that one of the rough 
sketches prepared for the booklet was headed “Growth of the Federal 
Power Transmission Line Program—60,000 Volts and Over—1932 to 
1952,” and was on the order of something he himself might have pre- 
pared. This sketch later became page 7 of the booklet.” 

Mr. Raff tried to ascribe an aura of scholarly objectivity to the book- 
let, first by affirming that it was not a brief or book defending or an- 
nouncing a position (see hearings, p. 26) and second by denying that 
the booklet was propaganda. (See hearings, p. 30.) Nothing could 
be more obvious, however, than that the booklet is an all-out assault 
on the Federal power program, with suggested alternatives to that 
program on its last page. Indisputably, it was presented to the Secre- 
tary of the Interior with the intent to persuade. 

It might be noted that Mr. Raff was quick to point out to the chair- 
man the existence of three wheeling contracts between the Montana 
Power Co. and the Federal Government to wheel power to REA coop- 
eratives. (See hearings, p. 50.) 

Yet, Mr. Raff might well recall that in 1950 it was the favorable 
prospect of an appropriation for a Bureau of Reclamation transmission 
line from Havre to Shelby, Mont., which coincided with the Montana 
company’s cropping its rates to the Hill County Electric Co-op from 
914 to 514 mills. Prior to that time the company had refused the 
co-op a rate reduction, and furthermore had stated flatly to the co-op 
that it would refuse to wheel Bureau of Reclamation power.” 

The first printing of the booklet, consisting of 50 copies, was dis- 
tributed among the 5 companies of Rocky Mountain group. There 
then remained the matter of actual presentation to the Secretary of 
the Interior. 

According to Mr. Raff, the group presidents agreed in Salt Lake 
City in August 1952 that whoever among them was in Washington 
and could make an appointment with the Secretary of the Interior 
would doso. (See hearings, p. 19.) In line with this arrangement, 
at least three attempts to present the booklet to the Secretary or Under 
Secretary were made. Two were successful. 

On on about March 20, 1956, Mr. Corette tried to see Secretary 
McKay but failed, as the Secretary was out of the country. Here is 
Mr. T. E. Roach’s account of this: 


IDAHO POWER Co., 
Boise, Idaho, March 20, 1958. 
Mr. J. E. CorerTre, 
President, the Montana Power Co., 
3utte, Mont. 


DEAR JACK: I am very much pleased with the Federal power booklet which 
accompanied your letter of March 13 and have no comments other than to say 
thanks for taking the lead in getting the job so well done. 


® The type of research data which Ebasco prepared for the booklet is illustrated by the 
letter of February 20, 1953, to Mr. Raff from Mr. Phillips, Ebasco’s director of research. 
The letter is printed in the hearings as item 8 of appendix III. 

20 A singular sidelight of this page is that the files of the Montana company contain a copy 
of the printed proof of that page on which both references to the words “60,000 volts and 
over” were deleted in pencil with no corresponding change in the transmission-line maps. 
This amendment, although achieving simplicity and succinctness, renders the page a 
complete misrepresentation. 

™ Monopoly in the Power Industry, Interim Report of the Langer Subcommittee on 
og | tg and Monopoly, Senate Committee on the Judiciary, 83d Cong., 2d sess. (1955), 
p. f 
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Because I understood Secretary McKay was away from Washington until the 
22d on a trip to the Virgin Islands, I assume you were not successful in making 
a personal contact before you left the East. 

Cordially, 
(Signed) Tom. 
T. E. Roacu, President. 

The second attempt followed some 10 days later. On April 1, 1956, 
Mr. John T. Kimball, then vice president and general manager of the 
Arizona company, called on the then Assistant Secretary of the In- 
terior for Public Land Management, Mr. Orme Lewis. These two 
were already well acquainted, Mr. Lewis having been a prominent at- 
torney in Phoenix, the location of the home office of Arizona Public 
Service Co. Until becoming Assistant Secretary, Mr. Lewis had 
been a member of the board of directors of the Arizona company. 
Also, he had been a fairly large stockholder in the company.” 

At this time, Mr. Kimball told Mr. Lewis that he would like to 
discuss the booklet with other members of the Interior Department. 
Mr. Kimball testified that Mr. Lewis then made a telephone call either 
to Secretary McKay or Assistant Secretary Aandahl, with the result 
that Mr. Kimball was invited to have lunch with the Secretary and 
some of his staff. Present at the luncheon besides Mr. Kimball, were: 
Secretary McKay, Assistant Secretary Aandahl, Assistant Secretary 
Lewis, Solicitor Clarence A. Davis, Assistant Secretary Beasley, a 
second Mr. Davis (possibly Mr. Raymond Davis, then an assistant to 
the Secretary) and Mr. Larry Smyth, a public relations and publicit 
man for the Department. Mr. Kimball states that the luncheon too 
place in the large departmental cafeteria. The party was seated 
around a long table. ‘There he handed out five or more copies of the 
booklet, explaining that it had been prepared as an expression of 
the views of the Rocky Mountain companies. Then, to use his own 
words, “We very quickly, as I recall, turned the pages of the book to 
indicate the general nature of what was there.” (See hearings, p. 
188. 

Adked to recall particular diagrams or statements in the booklet 
which he had discussed, Mr. Kimball mentioned pages 15 and 29. 
Page 15 is headed: “How Estimates on Federal Projects Climb” 
and shows a figure of $170 million as the original 1937 estimate for 
the Central Valley project in California in 1937, along with the “Latest 
estimate, $661,354,859” for 1952. Page 29 is captioned, “The ‘Cheap 
Power’ Myth in the Northwest” and attempts to show the H 
Horse project of the Bureau of Reclamation in an unfavorable light 
by making a cost and generating capacity comparison with the Kerr 
Dam project of the Montana company.“ 

It has been mentioned that the copy of the booklet found in the 
Interior Department Library had attached to it a document entitled 
“Excerpt from Talk by John T. Kimball—December 1, 1952—A Pro- 
posal for a National Power Policy.” As this title suggests, it was a 
set of policy recommendations. Obviously, this actually served to 
complement the booklet itself, which consists largely of statistics and 


12 See hearings, p. 188. See also hearings before the Senate Committee on Interior and 
Insular Affairs, 83d Cong., 1st sess., Nominations, Department of the Interior, February 5, 
1953, Pp. 41-42. At the time of his nomination hearing, Mr. Lewis testified that he owned 
aoe share in the Arizona company, having recently reduced his holdings from 5,000 
shares. 

18 See p. 25, infra. 

4 See p. 26, infra. 
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polemics. Mr. Kimball admitted knowledge of the preparation of 
this “excerpt” shortly after the delivery of the talk. Moreover, sev- 
eral carbon copies of the excerpt—apparently from the same type- 
writer as copy annexed to the booklet—were located in the files of 
the Arizona company. 

The third attempt at presentation of the booklet was also success- 
ful. On April 15, 1953, Mr. Thomas E. Roach, president of Idaho 
Power Co., had a conference in Washington with Mr. Ralph Tudor, 
then Under Secretary of the Interior. At that meeting, he gave Mr. 
Tudor a copy of the booklet. This encounter came to light when the 
following letter was discovered in the files of the Montana company. 


NATIONAL ASSOCIATION OF ELECTRIC COMPANIES, 


Washington, D. C., April 16, 1958. 
Mr. J. EB. Correrre, Jr., 


President, The Montana Power Co. 
Mr. G. M. Gapssy, 

President, Utah Power & Light Co. 
Mr. J. E. LOISEAU, 

President, Public Service Company of Colorado. 
Mr, JoHN T. KIMBALL, 

Vice President, Arizona Public Service Co. 


GENTLEMEN: Mr. Tom Roach stopped by the office today and asked that I 
notify each of you that he had a very satisfactory meeting with Ralph Tudor 
yesterday and presented the booklet by the Rocky Mountain group to him. 

Sincerely, 
F. M. RapIGan. 

Later, both Mr. Radigan and Mr. Roach confirmed all aspects of this 
letter in testimony before the subcommittee. 

Mr. Tudor, of course, was not present at the luncheon during which 
Mr. Kimball presented copies of the booklet to Secretary McKay and 
others. Actually, Mr. Tudor’s swearing-in ceremony took place im- 
mediately after this luncheon on April 1, 1953. Unquestionably, the 
members of the Rocky Mountain group favored a personal presenta- 
tion of this publication also to the new Under Secretary. Mr. Roach, 
furthermore, was an acquaintance of Mr. Tudor’s of long standing. 
They had known each other in Portland, Oreg., while Mr. Tudor, then 
Colonel Tudor, was in charge of the Pacific Northwest Division for 
the Corps of Engineers and Mr. Roach was vice president of North- 
western Electric Co. Moreover, on two or more occasions, Mr. Roach 
had seen Mr. Tudor in San Francisco, where Mr. Tudor had offices. 
One of those occasions was a long visit occurring between the an- 
nouncement of Mr. Tudor’s selection as Under Secretary and the con- 
firmation of the appointment. (See hearings, p. 171.) 

Mr. Roach was asked specifically if he had discussed the Hells 
Canyon matter involving the Idaho company’s application for an 
FPC license on the Snake River, at the time he presented the booklet 
to Mr. Tudor. His reply was— 


* * * T would be very much surprised if I did not have some discussion with 
respect to the Hells Canyon situation, because I do not think there is any time 
in the last 5 or 6 or 7 years that at each and every opportunity, I had the time 
and the attention of somebody to talk about Hells Canyon story, I did. (See 
hearings, p. 178.) 


Then Mr. Roach explained what he had meant by “a very satis- 
factory meeting” with Mr. Tudor in the letter of April 16,1953, supra. 


I think possibly the only thing I meant there was that he was courteous 
enough to give me the time to present him the booklet, to tell him a little bit 
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about the situation in the Rocky Mountain area, and I am sure of this, I told him 
that over the whole history of power in the Northwest, we were the only area 
which was never short of power. * * * (See hearings, p. 179.) 


After copies of the first printing of the booklet had been distributed, 

a second printing of the booklet was ordered in an amount of 1, 500 

— he total cost and distribution of the booklets is shown in the 
following letter from Mr. Colin W. Raff: 


Tue MONTANA POWER Co., 


Butte, Mont., June 12, 19538. 
Mr. Henry B. SARGENT, 


President and General Manager, 
Arizona Public Service Co., 
Phoenia, Ariz. 

Dear Mp. SarcentT: Jack Corette has asked me to forward to you the attached 
statement of charges in connection with the research and printing for the red 
book on the Federal power program, which was done by Ebasco Services, Inc., 
at the request of the Rocky Mountain group. 

We feel, and think you will agree, that the charges are quite high but they 
are the charges sent to us by Hbhasco Services at our request for a detailed 
breakdown of costs. 

Sincerely, 


Cc. W. Rarr. 
ALLOCATION OF EspASCO CHARGES FOR BOOKLET ON THE FEDERAL POWER PROGRAM 


Ebasco’s charges for research, printing, etc., of original book for 








BOCTOLOTY OC DOCOTIGR ign cede e akin npkbepiniee ies adnan done $2, 916. 94 
Reorder of 1,500 copies: Cost for printing, changes ordered, ete__-_-- +1, 484. 98 
Railway Caprets Chatget..w ob ae 102. 63 

Total charges on printing of book........--_-..-------.-~--. 4, 504. 55 
Allocation of costs | Montana Idaho | Colorado Utah Arizona 














Original order (cost of $2,916.94 split 5 | 


ways) . $583.30 | $583.30 | $583.39 | $583.39 $583. 39 
Rewréer of 1,500 “copies, divided among 
companies ordering books. .............- (1) (1) () Oe (1) | () 
Mpweeaial iii core hbabeddbisueics OOS Oe te 235 te elias scene eck a 
GI ined cninncccaacsniltd Sekduessee ee. eeeeIee -| "198. 00 |_- lc blah 
SS ont eae oat rs a eetteaeatehe | “1997.00 |_----- 
te Ripa gndnnsbesnondnsndgekedionieten pean willl aiat ees dea: ksicaisoaiaen anna . 297. 00 
Railway express charges__...........-.- -| 45. 92 ancien dilate ~--+--------| 12. 24 a ~ 21. 38 23. 09 
Each company’s share..............- | 1,322.31 | 588.39 583. 39 | 793. 63 BFibo ofecn 903. 48 


BRAM Y ER 


1 $1,484.98 cost comes to 99 cents per booklet—allocation of cost of reorder made to each company order 
ing copies on the basis of 99 cents per books 


During the hearings, the Montana, Arizona, and Idaho company 
witnesses w ere asked to provide information as to the particular ac- 
count to which the cost of the booklet was chargeable. The subcom- 
mittee subsequently received a ice that the Montana company had 
charged_ its share to account 795-1; Arizona company to account 
787-2-17 ; ** and Idaho company to account 801." Bach of these ac- 
counts, while different, is an expense account includible in the rate 
base. In other words, the cost of the booklet has been passed on to 
the power users. 


1% See hearings, P: 16. This expense account is described in the FPC uniform system 
of accounts for public utilities under the Federal Power Act as “Administrative and gen- 
eral expenses—Special services. 

16 See hearings, p. 147. This expense account is described in the FPC uniform system of 
accounts as “Sales promotion expenses—Advertising.”’ 

17 See hearings,  P- 181. This expense account is described in the FPC uniform system 
of accounts as ministrative and general expenses—Miscellaneous general expenses.” 
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ROLE AND INFLUENCE OF EBASCO 


Ebasco’s part in the preparation of the Federal Power Program 
booklet has already been described in the preceding subdivision. But 
Ebasco was to be heard from on another score. 

Investigation into the history of the document entitled “Excerpt 
From Talk by John T. Kimball—December 1, 1952—a Proposal for a 
National Power Policy” which was annexed to the copy of the booklet 
in the Interior Department Library, disclosed that the actual talk was 
delivered at the 23d annual presidents’ conference of Ebasco, held in 
New York City on December 1, 2, and 3 of 1952. Enbasco’s files cover- 
ing this conference were accordingly subpenaed by the subcommittee. 
From what was learned regarding this and other conferences, a new 
aspect of the nature of Ebasco’s operations came to light. 

Ebasco is, and always has been, a wholly owned subsidiary of the 
Electric Bond & Share Co. Until 1942, Electric Bond & Share, 
through three subholding companies, controlled a very large number 
of electric utility operating companies throughout the country; but 
by 1942, divestiture of virtually all domestic electric utility companies 
formerly in the Electric Bond & Share system was accomplished in 
conformity with the Public Utility Company Holding Act. Appen- 
dix III of this report is a schematic showing the complex corporate 
structure of Electric Bond & Share as of 1937. It will be seen that 
the Montana company, the Idaho company, the Utah company, and the 
Arizona company’s predecessor, Central Arizona Light & Power Co., 
were all affiliates of Electric Bond & Share. The Colorado company 
is the only exception among the five booklet sponsors. 

Prior to 1942, clients of Ebasco were limited to the subsidiary com- 
panies of Electric Bond & Share. After 1942, of course, this limita- 
tion no longer obtained. It can be presumed that Ebasco, quite natu- 
rally, wanted to retain its former clientele. It is probable, too, that 
the former subsidiary companies, already accustomed to deal with 
Ebasco, tended to preserve the working relationship. Without inter- 
ruption, the the annual presidents’ conferences of Ebasco continued to 
beheld after 1942. 

Mr. C. H. Anderson, secretary-treasurer of Ebasco, replied on Aug- 
ust 14, 1956, to certain supplementary questions asked by the chairman 
in a letter dated August 3, 1956. (See hearings, appendix V, item 1.) 
Mr. Anderson’s letter yielded this information : 


In reply to your letter of August 3, 1956, our information on the questions you 
ask as follows: 


. . . . . 


(2) From 1942 to 1955— 

(a) Were the presidents invited to the annual presidents’ conferences lim- 
ited to those of former subsidiary companies of the Electric Bond & Share 
system? 

[Ebasco’s answer :] No. 

(b) If not, to what companies, generally, where invitations extended, and 
for each year, what companies never affiliated with the Electric Bond & Share 
system actually had a president or his representative attending the confer- 
ence? [Emphasis supplied for purposes of this report. ] 

[Ebsaco’s answer:] Invitations were extended to executives of public 
utility companies which took the group services or those which took a broad 
range of services of Ebasco. Names of public utility companies which have 
never been affiliated with Electric Bond & Share Co. and which had the chief 
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executive or his representative in attendance at one or more of the annual 
conferences in the period 1942 to 1955 are as follows: 

Chattanooga Gas 

Columbus & Southern Ohio 

Kansas City Power & Light 

Mid-South Gas 

Mississippi Valley Gas 

Northern Arizona Light & Power 

South Atlantic Gas 

Texas Kastern Transmission 

Tidewater Power 


Thus, over the combined period of 13 years, Ebasco could name only 
9 companies (only 4 of them electric utilities) outside the old satellite 
group. A list furnished by Ebasco of the companies represented at 
the 23d annual presidents’ conference in 1952 contained the names of 
25 utility companies, including 4 of the 9 set forth above. 

It is a matter of record that Mr. Henry Sargent was employed by 
Mississippi Power & Light Co., whence he moved over to Arizona Pub- 
lic Service Co. (formerly Central Arizona Light & Power Co.), and 
then to American & Foreign Power Co. 

Mr. John T. Kimball also served with Mississippi Power & Light Co. 
before joining Central Arizona Light & Power Co. (predecessor of 
Arizona Public Service Co.), and later the Idaho company. Mr. 'T. E. 
Roach was an officer of Northwestern Electric Co. prior to going to 
the Idaho company. All of the aforementioned companies have been 
subsidiaries of Electric Bond & Share. American & Foreign Power 
Co. is still a subsidiary. 

It can be seen from the foregoing that a close association, if not 
de facto affiliation, persisted between Ebasco and the former Electric 
Bond & Share system subsidiaries. But beyond this there is strong 
evidence in the record of this investigation of the voluntary or acqui- 
escent submission by many of the former Electric Bond & Share sub- 
sidiaries to a real measure of policy guidance and control by Ebasco. 
Here is a summation of that evidence: 

Among the materials subpenaed from Ebasco were copies of six 
speeches to be delivered by officials of companies participating in the 
23d annual Ebasco conference. Mr. Phillips of Ebasco described these 
as talks that he had in his possession and “that had some reference to 
the Government in the power business.” (See hearings, p. 92.) The 
titles of these speeches and the persons for whom they were prepared 
are as follows: ** 

1. “Power Should Not Be Sold to Federal Marketing Agencies for Resale” (As 
presented by C. N. Phillips for J. B. Thomas, December 1, 1952). 

2. “Public Relations on a Regional Basis,” P. D. Brooks, Manager of Ebasco’s 
sales and marketing department, Ebasco. 

3. “Electric Company Ownership of Power Facilities in Connection with Federal 
Projects.” Kinsey Robinson. 

4. “A Reappraisal of the Future.” C.N, Phillips. 

5. “Atomic Energy May Become a Federal Monopoly.” Henry B. Sargent. 

6. “Jointly Developed Area Powerplants as a Defense against Socialism.” C. H. 
Reker, Ebasco general consultant. 

Missing from the materials furnished by Ebasco were the following, 
all of which relate to the 23d annual meeting: (1) Text of Mr. Kim- 
ball’s talk entitled “A Proposal for a National Power Policy”; (2) 
draft of remarks of M. J. E. Corette (see hearings, p. 83); (8) 
speech by Mr. J. E. Moore, Ebasco general consultant, entitled “The 


18 The text of these speeches appear in the printed hearings, appendix VII. 
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Latest From Washington;”’’ and (4) material for Mr. Herbert 
Weathspoon, Mr. Allen Smith, and Mr. G.M. Gadsby. (See hearings, 
p. 84.) 

These talks and remarks, including the sketches, maps, and charts 
to accompany some of the talks, were drafted by Ebasco, and for the 
most part in Mr. Phillips’ research department. (See hearings, p. 83.) 

The chairman of the 23d annual meeting was Mr. Henry Sargent, 
then president of the Arizona company. While he apparently made 
contact with various prospective participants with respect to the 
program, the chairman received guidance from Ebasco as to what 
might be done. (See hearings, p. 80.) Moreover, Mr. Phillips 
testified that he he -Iped set up, plan the agenda of, and prepare material 
for, at least six annual presidents’ meetings prior to the 1952 meeting. 
(See hearings, p. 108.) 

The substance of Mr. Kimball’s talk is already available through 
the excerpt annexed to the booklet. A few additional excerpts 
from some of the six speeches listed above are given in appendix IV 
of this report. 

It would seem that virtually the entire program of the 23d annual 
meeting consisted of variations on an antipublic power theme, com- 
posed lar gely by Mr. Phillips, head of Ebasco’s research department 
in accordance with Ebasco’s obvious policies. 

Despite Mr. Phillips modest characterization of himself as merely 
a “hired hand” (see hearings, p. 80), there can be no doubt that he 
enjoys an exceptional and influential rel: ationship with many of the 
presidents and other top officers of Ebasco’s client companies. 

A review of appendix VI of the hearings, consisting of letters which 
relate generally to the 23d annual Ebasco conference, shows Mr.Phil- 
lips to be on easy, first-name terms with such men as Messers. Henr 
8. Sargent, J. E. Corette, and John T. Kimball, identified above, as 
well as Mr. W. W. Lynch, president of Texas Power & Light Co., 
Mr. C. es Oakes, president of Pennsylvania Power & Light Co o., and 
Mr. W. O. Turner, president of Louisiana Power & Light Co. Fur- 
ther, fae letters reveal Mr. Phillips as the major guiding force be- 
hind the program for the 23d annual Ebasco conference. All this be- 
speaks a reliance and dependence on the genius of Mr. Phillips to the 
utmost extent. It is not surprising that 1t was Mr. Phillips to whom 
Mr. J. E. Corette first turned for assistance in the preparation of the 
booklet to be sponsored by the Rocky Mountain group.” 

The staff report of the Subcommittee on Antitrust and Monopoly 
of the Senate Judiciary Committee, 84th Congress, 2d session, en- 
titled “Power Policy—Dixon-Yates Contract” and submitted August 


19 Ebasco News, January 1953, p. 1. 


2 Perhaps now here is the w idespread character of Mr. Phillips’ and Ebasco’s activity and 
influence better illustrated than in this letter to Mr. Corette. 


May 7, 1952. 
Mr. J. E. Corwerre, Tr., 


Vice President and Assistant General Manager, 
The Montana Power Co., Butte, Mont. 


DnarR Jack: I talked to Colonel Bennion today because I noticed that a preliminary 
outline of the program for the E. E. I. Convention gave the title of your paper* as 
“Significance of Expansion Programs in Federal Power Spending Areas.” The colonel says 
that the title doesn't really matter and that it is up to the author to label his paper in any 
manner he sees fit. He did give me the benefit of his notes which were rather scant. 

In working over your outline and preparing the charts, it seems to me that you really 
need considerably more meat in as serious a paper as this should be. I am putting some 
in and will get the draft to you in a few days. I am taking the liberty of doing some re- 
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10, 1956, prints a letter dated January 16, 1953, to Corette from 
Mr. Phillips (p. 153). Also printed is the letter’s enclosure, a state- 
ment prepared by Mr. Phillips for Mr. Tex Norman with the caption 
“The Tennessee Valley Authority Situation.” In this statement Mr. 
Phillips remarks: 


The drain on the Federal taxpayers could be eliminated entirely by denation- 
alizing the power operations of TVA. 


He then offers a “practical plan” whereby he envisions “denational- 
izing” the hydro powerhouses, steam plants and transmission facil- 
ities, including work under construction, for original cost less accrued 
depreciation. 

Mr. Corette’s acknowledgment of the January 16 letter is dated 
January 27,7 and states: 


I have to make a report on the utility situation at the February 5 meeting 
of the Natural Resources Committee of the United States Chamber of Com- 
merce and plan to cover in that report some of the matters contained in the 
TVA memorandum. 

I would be very interested in having your comments as to what the effect on 
rates in the TVA area would be if the hydro powerhouses, steam plants, and 
transmission facilities, including work under construction, were denationalized 
for original cost, less accrued depreciation as of June 30, 1953. I am not think- 
ing of a specific study, but merely your general view at this time. 


Mr. Phillips’ reply is dated January 30, 1953.” In it he gave his 
rough estimate that “it would take about $1,050 million to purchase 
the property at original cost less depreciation including about $243 
million for work under construction.” He concluded that to accom- 
plish “denationalization” at this cost figure would necessitate a rate 
increase of from 50 to 60 percent . 

It will be recalled that Ebasco is and has always been a wholly 
owned subsidiary of Electric Bond & Share. Thus it is worth noting 
that the viewpoint which Ebasco is ever ready to disseminate to and 
through its clients is nothing new to the tradition of Electric Bond 
& Share. Quite the contrary, it is a perpetuation, modified to fit 
current circumstances, of a basic antagonism to any Federal genera- 
tion or distribution of electric power. Where now Ebasco wages a 
war of words against TVA and the statutory preferences in sales of 
Federal power, once Electric Bond & Share was active in the fight 
against Federal projects at Muscle Shoals and Boulder Canyon 
( Hoover Dam). 

On February 15, 1928, the Senate agreed to Senate Resolution No. 
83, 70th Congress, Ist session.» The second paragraph of this resolu- 
tion empowered the Federal Trade Commission. 

* * * to inquire and report whether, and to what extent such corporations or 
any of the officers thereof or anyone in their behalf or in behalf of any organiza- 


tion of which any such corporation may be a member, through the expenditure 
of money or through the control of the avenues of publicity, have made any 


writing because that is the easiest way to express what I think about the subject matter of 
the talk. 

With very best regards. 

Yours very truly, 
Cc. N. PHILLIPs. 

*It should be noted that the nepet on which Mr. Phillips was working was being 
prepared for delivery not at an Ebasco meeting, but at an Edison Electric Institute 
meeting. 

2 A copy of this letter is on file with the subcommittee. 

2 A copy of this letter is on file with the subcommittee. 

%69 Congressional Record 3054. 
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and what effort to influence or control public opinion on account of municipal 
or public ownership of the means by which power is developed and electrical 
energy is generated and distributed, or since 1923 to influence or control elections. 


The Federal Trade Commission‘s exhaustive Report on Utility Cor- 
porations is printed as Senate Document No. 92, 70th Congress, 1st 
session. Exhibits in this report show that long ago Electric Bond 
& Share was a source to which its subsidiaries turned for material in 
the campaign against Federal activity in the field of electric power 
generation and transmission. Illustrative is the following letter :* 


Pactric Power & Lieut Co., 
Portland, Oreg., March 11, 1927. 
Mr. 8S. Z. MITcHELL, 
President, Electric Bond & Share Co., 
New York, N. Y. 

Dear Mr. MITCHELL: Apropos to the Boulder Dam situation, I would like to 
call your attention to an article by Mr. Davenport in the March 2 issue of Out- 
look in case you have not already read it. 

A great many people of sound business sense and standing believe such articles 
as this and those by Professor Ripley are going to be effective. I agree with Mr. 
Davenport to the extent of “Washington influence” in the sending of sheaves of 
telegrams by people who really do not understand the situation and are not in 
position to talk about it. A man who knows the inner workings of Washington 
recently told me that he has been with certain Senators and Representatives when 
telegrams of this character were received and the same were promptly put aside 
or consigned to the wastepaper basket. 

At any rate, I would like to have you send me any well-thought-out arguments 
that may have been devised against such matters as the Government making a 
power development and selling wholesale power. Of course, I know the ordinary 
arguments, but I thought there might be some especial arguments that were used 
in the Boulder Dam fight in Congress. By this I mean some general arguments, 
if any were made, that would fit the Columbia River situation as well as the 
Colorado. 

If you have not already been informed, I wish to advise that the Joseph 
resolution, to amend the constitution of the State of Oregon to permit the 
State to develop water power, was defeated in the legislature just closed, as 
was also a bill providing for a certain tax per developed horsepower. 

The Washington Legislature adjourned yesterday and the Metcalf bill, which is 
a modified Bone bill and which would have allowed any municipality to sell 
power wherever it pleased, was defeated so we came out all right. However, these 
continuous hard fights are not very entertaining. 

Yours very truly. 
Guy W. Tarsert, President. 


The seriousness of the continuing and obvious role of Ebasco as a 
nerve center of anti public power propaganda is emphasized by the 
fact that the coordinating staff for the northwest power pool, in which 
both public agencies and private companies participate, is provided 
by the very same Ebasco Services, Inc., and was kept well informed 
of Mr. Thomas E. Roach’s early 1953 Washington discussions with 
Undersecretary of the Interior Ralph A. Tudor on the Hells Canyon 
controversy. (See hearings, p. 263.) 


ACTIVITIES OF ARIZONA PUBLIC SERVICE COMPANY 


As mentioned above, Mr. John T. Kimball made the principal dis- 
tribution of the Federal power program booklet to the Secretary of 
the Interior and his chief lieutenants. It was also Mr. Kimball who 
gave the talk before the 23d annual Ebasco presidents’ meeting, an 
excerpt of which, containing a proposal for a national power policy 





* Federal Trade Commission, Report on Utility Corporations. S. Doc. 92, pt. 65, 
70th Cong., 1st sess., p. 425, 
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was attached as an addendum to the copy of the booklet found in the 
Central Library of the Department of the Interior. Moreover, it was 
Mr. Kimball who wrote a memorandum dated April 23, 1952, entitled 
“Some Thoughts on the Program for the Presidents’ Meeting To Be 
Held in New York the First Weekend of December 1952.” (See hear- 
ings, p. 195.) In this memorandum Mr. Kimball’s first suggested 
topic was: 


The complete defeat of the nationalization of the industry by our present 
socialistic Government and the development of a fair and equitable national 
power policy. 


Other suggestions in the memorandum were: 


(2) Appraisal of governmental encroachment on an area basis and a presenta- 
tion of what may be done by companies in other areas to aid those being 
threatened now by Government. 

(3) A résumé of what has been done during the past to combat the national- 
ization of the industry and a preview of plans already made to secure the elimina- 
tion of preference clauses and other such plans as they may be contemplated to 
combat future governmental encroachment. 

(4) What may be expected from the political situation in Washington as it 
may be after the November elections and what the utility industry should do 
in the light of those particular circumstances. 

* * . * s * s 

(6) Presentation of results secured from the coordinated program of NAEC-— 
EEI-ECAP-PIP (National Association of Electric Companies-Edison Electric In- 
stitute-Electric Companies’ Advertising Program-Public Information Program) 
and plans for the future in terms of objectives and methods and means of reach- 
ing objectives. 


During the time of the foregoing events, Mr. Kimball was executive 
vice president of Arizona Public Service Co. 

In addition to Mr. Kimball’s role, there was that of the Arizona 
company’s president and general manager, Mr. Henry B. Sargent, 
who was the chairman of the 23d annual Ebasco presidents’ conference. 

The active leadership of the two top officers of the Arizona com- 
pany in the sponsorship of the booklet and its presentation to the 
Secretary of the Interior, as well as their connection with the policy 
proposals attached to the booklet, are in full character with the pat- 
tern of this company’s aggressive antipublic power propaganda pro- 
gram as revealed by the subpenaed files of the company and the testi- 
mony of Mr. Al Tudor, the company’s public information manager. 

It was learned that the Arizona company received 300 copies of the 
second printing of the booklet. Except for a dozen or so, these copies 
were mailed out to the company directors, 200 top business leaders, and 
the press. (See hearings, pp. 161 and 164.) Each copy sent was ac- 
companied by the following form letter signed by John T. Kimball: 

Arizona PuBLIC SERVICE Co., 
Phoeniz, Ariz. 


The tremendous growth over the past 20 years of federally produced electric 
energy, and the master blueprint for the socialization of the electric power in- 
dustry are graphically shown in the enclosed Federal power program booklet. 

Since all of us are vitally concerned with the role of Government in business, 
I believe you'll be especially interested in this booklet. 

As you will note, the booklet was prepared to acquaint key people in the 
new administration with the magnitude of this situation. 

J.T. KIMBALL. 

Mailed to: Directors. 

Librarians. 
200 top business leaders. 
Press. 


89792—57—_—_4 








20 EFFORTS TO INFLUENCE SECRETARY OF THE INTERIOR 


The notation showing the distribution of the booklet appears at the 
bottom of the file copy of the above letter. With regard to the 200 top 
business leaders, Mr. Tudor conceded that these were “in the opinion 
leader group.” (See hearings, p. 161.) 

Another enlightening document regarding the Arizona company 
is this memorandum written by Mr. ‘Tudor to his superior Mr. Don 
Willis, on November 26, 1952: 

NOVEMBER 26. 

Don Wiruts: Before I go ahead and order Turn on the Light, I thought I’d 
better bring to your attention the fact that to cover the groups mentioned by 
John would mean an outlay of at least $1,200. Personally, I don’t think it’s 
worth it. 

The booklet states the industry’s story simply, clearly, and concisely. The 
only thing I can find wrong with it is that it is coming out exactly 1 month late. 
This is the type of thing we’ve been pounding on for years—all pointed toward 
the New Deal and finally the Fair Deal; it would have been a fitting climax to 
our efforts to have sent this booklet to Arizona homes late in October. Then 
folks would have had one more reason to oust the incumbents. 

But we must remember that they did oust them. And every day that brings 
us closer to January means that much stronger is the tendency to regard the 
Government as the incoming rather than the outgoing administration. To all 
intents and purposes, people even right now regard the Government as centered 
around Ike. Even if we were to order these books today, we couldn’t possibly 
get them into Arizona homes much before the tail end of December. 

Anxiously awaiting the inauguration of the new administration, people might 
become a bit confused and maybe a little annoyed at us. If they have been 
following our propaganda, they know we’ve bitterly assailed the Fair Deal 
tendency toward collectivism; and here we come pointing the accusing finger 
(complete with charges of “socialistic’) at the Government (which I’m pretty 
certain will be interpreted as Ike), even before it has a chance to show which 
direction it’s pointing. 

I’m not blind to the continued need for such a book. I know that there are 
bad apples in the Republican barrel, too. I know that we must keep a sharp 
eye on our new adminisrtation and its policies. But I don’t think this book will 
do it, the timing is too far off. 

I think we should do more cogitating before we spend $1,200 like this. If we’re 
already under obligation to take a thousand, I’d vote for sending them a check 
for $220 and tucking them safely in the closet for a few months. If we’ve made 
no commitment, but have a sense of duty to think about, we could order a few 
hundred. 

There’s apparently no deadline to “get in on a price deal.” The December 1 
date is when they’re going to release it nationally. 

At Tupor. 


It should be explained that Turn on the Light is the title of a 
pamphlet issued by the National Association of Electric Companies. 
It is the standard broadside attack against the Federal power pro- 
gram.” Mr. Tudor’s memorandum, however, is scarcely conventional. 
It is a piece of extraordinary candor, something seldom found reduced 
to writing by someone from the private-power industry. 

Here Mr. Tudor reveals that the Arizona company has been pound- 
ing this same antipublic power theme for years. Had the pamphlet 
been available sooner, the Arizona company in all likelihood would 
have sent thousands of copies into Arizona homes for the admitted 


® A copy of Turn on the Light is on file with the subcommittee. 
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purpose of ousting the then incumbent administration in the 1952 
elections.” 


Mr. Tudor’s memorandum next records that the Arizona company 
for some time has been leveling a propaganda barrage at people (pre- 
sumptively the people in those Arizona homes to which copies of 
Turn on the Light might have been sent). The missiles in this bar- 
rage were accusations of collectivism and socialism against the Fair 
Deal. Note this language in the fourth paragraph: 


* * * and here we come pointing the accusing finger (complete with charges of 
“socialistic”’) at the Government * * *. 


The Arizona company was also a joint sponsor of a small brochure 
entitled: “Partnership Can Get the Job Done. An Offer to Aid the 
Colorado River Storage Project.” * 


Mr. Tudor in his testimony sought to make the Arizona company’s 
propaganda campaign appear to be merely a casual, word-of-mouth 
affair : 


Mr. LANIGAN. * * * How had the Arizona Public Service Co. been assailing 
the Fair Deal? 

Mr. Tupor. Primarily within ourselves, within our own conversation and our 
own educational work, within the company. (See hearings, p. 134.) 


Mr. Cuuporr. And also it appears that you have been sending out pamphlets 
and news releases and advertisements prior to that, because you say “* * * it 
would have been a fitting climax to our efforts * * *.” 

In other words, this would have been the end of an effort that you had 
exerted over a period of time ; is that what you meant by that? 

Mr. Tupor. As I explained the other day, our efforts were primarily by per- 
sonal and word-of-mouth contacts in an effort to give our position with respect 
to the Federal power policy. 

Mr. CHuporr. You mean by “word of mouth” that you were canvassing people, 
talking to them, ringing doorbells? 

Mr. Tupor. No; we were not doing any formal canvassing. 

Mr. Cuupborr. Just issuing statements? 

Mr. Tupor. No; not every time we met somebody, we did not. 

Mr. CHupoFr. Whom would you talk to about these things? That is what 
I am trying to find out. 


Mr. Tupor. Talked to various of our friends, relatives, and acquaintances about 
it. It certainly was not a rule that everybody in the company every time they 
met somebody gave their views on the Federal power policy; but we wanted 


*In a form letter to all member companies dated November 12, 1952, Mr. Paul L. Smith, 
president of the National Association of Electric Companies described the pamplet as 
follows: 

“This hooklet was prepared as a major project of the power marketing policy committee, 
which for more than a year has been analyzing Federal laws relating to Government gen- 
eration of power, with particular reference to those regarding preference. The booklet is 
designed as a clear, concise presentation of some of the industry’s basic problems arising 
from Government activities. 


* * * e cs * e 


“We are sending the booklet to our usual opinion leader list of about 7,500, but it 
would be very helpful to have wide supplemental distribution in your area.” 

The letter gives the cost as $220 per 1,000 or over. $1,200 would pay for 4,000 copies, 
including envelopes. 

On the reverse side of the above letter as received from the files of Arizona Public 
Service Co. are notations for a proposed distribution of over 4,000 copies of Tarn on the 
Light to directors, employees, company stockholders, and key citizens, the latter broken 
down into: legislators, mayors, counci!men, teachers, county supervisors, preachers, 
PTA’s, and State, county, and city officials. 

“This brochure is especially significant, since it fully demonstrates the cynical oppor- 
tunism of some private electric companies, when they stand to benefit from a Federal 
project. Oddly, when Mr. Tudor was asked if the Arizona company supported the legisla- 
tion which started the upper Colorado River storage project, his complete reply was: “I do 
not know.” (See hearings, p. 160.) For further comment about this brochure, see infra, 
this report. 
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to make known the way we felt about the Federal power policy, so if the occasion 
came up, why, we certainly felt that we were entitled to give our position in 
respect to that policy. (See hearings, p. 162.) 

Mr. Tudor was extremely vague and inconsistent when pressed to 
give a definition and examples of “socialistic.” This and related words 
like “collectivism” were, of course, among the major weapons of the 
Arizona company’s propaganda arsenal. Hoover Dam and its elec- 
trical production, he averred, were not socialistic. (See hearings, p. 
135.) It was socialistic, in his view, when the Government built and 
operated transmission lines and distributed electricity. (See hearings, 
p. 135.) It was also socialistic, added Mr. Tudor, for the Govern- 
ment to “take a certain block of customers and give them preference 
or discriminate against them against the customers of private utilities 
such as the one I work for.” (See hearings, p. 145.) 

These are hollow words, however, for Mr. Tudor’s company is the 
willing beneficiary of federally generated Colorado River power over 
a vast Federal transmission system, built in 1947 at a cost of $37 
million. When asked how the Arizona company got its hydro power 
from the Government dams on the Colorado River, he replied: 

It is wheeled over lines owned by the United States Bureau of Reclamation, 
and we have in Arizona a State agency called the Arizona Power Authority 


that is set up to market all of the hydro power produced on the Colorado River. 
(See hearings, p. 149.) 


His complaints against preference customers sound even hollower in 
the face of the fact that it is only by virtue of the statutory preference 
to the State of Arizona * that the Arizona company was able to enter 
the picture and become a beneficiary of Hoover Dam energy at a time 
when this energy had already been on the line and in full use for many 
years. 

Mr. Tudor was asked expressly whether the Arizona company sup- 
ported the legislation which started the upper Colorado River storage 
sroject. His reply was: “I do not know.” (See hearings, p. 160.) 

his answer is difficult to credit in view of the fact that the Arizona 
company is solidly on record in support of this project.” Surely one 
in Mr. Tudor’s position must have od aware of the brochure spon- 
sored by Arizona Public Service Co., Utah Power & Light Co., and 
Public Service Company of Colorado, and entitled “Partnership Can 
Get the Job Done. An Offer To Aid the Colorado River Storage Proj- 
ect.” °° This brochure bears the date November 1, 1954, and embraces 
the following concrete proposals: 

1. Reservoirs and powerplants should be built by the Federal 
Government. 

2. Backbone transmission tie lines connecting major power- 
plants should be built by the Government. The Government 
should also build necessary and nonduplicating transmission lines 
to load centers not within the general service areas of the private 
utilities. 


% Boulder Canyon Project Act, sec. 5 (c) (act of Dec. 21, 1928; 43 U. S. C. 617d (c)). 
This subsection, incidentally, also provides a second preference in accordance with the 
policies of the Federal Water Power Act, that is, to States, cities, counties, irrigation 
districts, or other political subdivisions or agencies of a State (16 U. S. C. 800). 

2 See hearings before the Subcommittee on Irrigation and Reclamation of the House 
Committee on Interior and Insular Affairs, 84th Cong., 1st sess., Colorado River Storage 
Project, pt. 2, p. 592 ff. 

* The subcommittee’s copy of this brochure was a gift of the Colorado company. 





EFFORTS TO INFLUENCE SECRETARY OF THE INTERIOR 23 


3. The private utilities would agree to wheel power to prefer- 
ence customers or sell directly to preference customers at rates 
which will pass on savings obtained by the private utilities througb 
the purchase of project power. 

From 1945 to 1955, the Arizona company enjoyed a phenomenal 
growth. Requested to supply the information for the record, Mr. 


Tudor in a letter dated July 26, 1956, gave these statistics about his 
company’s electric service: 





| 1945 1955 
Customers... sae ta Lignrvndecninaeteelliana nical 68, 990 137, 447 
Revenues Se cane s put tiivartn dhiciteanaandimadaea need $6, 280, 000 $28, 579, 000 
Note.—See hearings, p. 147. 


A company in this position would seem to have little cause for alarm 
or complaint. Moreover, a considerable portion of the company’s 
increases can be ascribed to Government power from the Colorado 
River, which only became available after the Bureau of Reclamation 
built its Arizona transmission system in 1947. 


CRITIQUE OF THE BOOKLET *1 


In fact, the Federal power program booklet is a tangled web of 
distortion, misrepresentation, and fearmongering. A brief critical 
analysis of some of its pages is desirable here to enable an accurate 
appreciation to be had of the booklet’s true character. First, how- 
ever, it will be helpful to repeat the preface to the booklet: 

The principal investor-owned power companies serving the Rocky Mountain 
area have prepared this booklet of factual information with the thought that it 
will be useful to the Secretary of the Interior and his Department. [Emphasis 
supplied. ] 

Pages 4 and 6 

The text on page 4 offers these “contrasting” figures: 

* * * In 1932, the Federal Government had only 11 powerplants in service 
with 1 other, Hoover Dam, under construction * * *. The only major operating 
project was Wilson Dam in Alabama with 184,000 kilowatts. 

* * * At the end of 1952, there were 758 generating stations with nearly 69 

million kilowatts of capacity in the Government’s current and proposed program. 
[Emphasis supplied.] 
_ Below the map on page 5 is a legend which breaks down the 758 
“projects” in the Government’s “current and proposed program” into 
(1) in service, (2) under construction, (3) authorized, (4) approved 
or proposed, and (5) penstock on federally financed project. At least 
90 percent of the circles on the map are of the open type which is used 
to signify projects which are “approved or proposed.” 

Mr. Raff was asked during the oe just what the term “approved 
or proposed” comprehended. His reply was: 

Mr. Rarr. At the time we prepared the book, I would say that our position was 
that they had been approved or proposed, and that there at least had been an 


attempt to have the Government build them, or a feeling on the part of some 
people that the Government should build them. (See hearings, p. 24.) 


For comment regarding the addendum or supplement to the booklet, that is, the 


“excerpt” of Mr. Kimball’s talk containing a proposal for a national power policy, see 
infra, p. 80. 
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In his letter to the chairman dated August 3, 1956, Mr. C. N. 
Phillips of Ebasco says that the 758-projects figure was compiled from 
a wide variety of Government sources, some of which he lists. (See 
hearings, appendix IX, item1.) It is quite apparent how this amaz- 
ing total was reached. Ebasco’s research experts have included each 
and every project or facility the bare possibility of whose construction 
has been even remotely suggested in any one of literally scores of 
Government documents extending over a period of 20 years. It is 
this fanciful and irrelevant statistic which the booklet would have the 
Secretary of the Interior contrast with the number of Government 
powerplants actually in service and under construction in 1932.*? 
Pages 6 and 7 

The map on page 7 incorporates the same meaningless and mis- 
leading device used in connection with pages 4 and 5. The majority of 
the Federal transmission lines shown on the map are only proposed 
lines. Yet such lines are included in the total of “20,554 miles of 
lines” for 1952, which is to be contrasted with a small map for 1932 
showing “no Federal lines.” A careful reader will note from the text 
on page 6 that the words “no Federal lines” used with the map on page 
7 don’t really mean that. What is actually meant is “no transmission 
lines of 60,000 volts or higher in service.” 

Page 6 also complains that many Federal transmission lines “parallel 
and duplicate the facilities of existing suppliers.” As Mr. Alex Radin 
pointed out in his statement before the subcommittee, parallel lines do 
not necessarily mean duplicating lines. A given line has so much 
capacity. When new load would exceed the capacity, another line 
must be built. (See hearings, p. 272.) Mr. Radin also explained that 
hydroplants are usually in remote areas which require long transmis- 
sion lines and that, in addition, the most efficient use of hydroplants 
requires their integrated operation. This necessitates, of course, inter- 
connection through transmission facilities. (See hearings, p. 271.) 


Pages 8 and 9 


Again the booklet seeks to make statistical capital out of a figure of 
39,699,925 kilowatts of Federal capacity for projects in the “approved 
or proposed” category. Inclusion of this enabled the authors to show 
an impressive “stack chart,” entitled “The Federal Power Program 
Today,” consisting of 68,971,550 kilowatts. A close reading of the 
text, however, shows that 39,699,925 kilowatts consist of “projects 
which have been approved or are proposed for future consideration.” 
[Emphasis supplied.] Thus, the graphic representation which is said 
to represent the program today consists in large part of projects which 
are merely proposed for “future consideration.” 

Page 12 

Here the booklet declares the cost of the Federal power program “as 
now outlined” would be $33 billion, of which $20 billion “would be 
needed to construct the 40,400,000 kilowatts of hydrocapacity now 
authorized or proposed but not yet under construction; * * *.” [Em- 
phasis supplied.] Then comes this paragraph: 


Where the ultimate plans would lead can only be guessed at. The President’s 
Water Resources Policy Commission has estimated that the total cost of the 


For a further exposure of the distortions of pp. 4 and 5, see hearings, p. 271 and 
appendix IX, items 1 and 3. 
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nationwide Federal power program would be from $70 to $115 billion. [Emphasis 
supplied. ] 

In his statement during the hearing, Mr, Alex Radin complained 
that he could not locate in the report of the President’s Water Re- 
sources Policy Commission any such total cost figures. (See hearings, 
p. 273.) Mr. C. N. Phillips, in his letter to the chairman of August 
13, 1956, wrote: 

The figures are not the invention of the authors of the booklet. They are to 
be found on page 93 of the President’s Water Resources Policy Commission report 
and include costs other than those directly for power purposes. [Emphasis sup- 
plied.] (See hearings, appendix IX, item 1.) 

The page 93 to which Mr. Phillips refers shows that the figures in 
question cover estimated expenditures for complete comprehensive 
water-resources development, including not only hydroelectric power 
but also flood control, navigation, irrigation, drainage, watershed man- 
agement, pollution control, forest conservation, fish and wildlife pres- 
ervation, and recreation. Ebasco thus chose not to distinguish between 
a power program and a total water-resources program. This highly 
= tactic is of a piece with the unreal character of the booklet 
itself. 


Pages 14 and 15 


The handling of the Central Valley project on these pages is one 
of the most misleading parts of the booklet. Here is an astonishing 
thing. The principal power companies of five of the principal recla- 
mation States are aiming a shotgun attack at the whole reclamation 
program, presumably to “get at” the Bureau of Reclamation’s power 
program. A vast and complex project with a long and intricate his- 
tory, the CVP is being held up as a horrible example “of rising cost 
estimates after projects have been started.” The booklet warns: 

The Central Valley project of California, whose history is traced in the chart 

on the opposite page, is a typical example. When the project was authorized in 
1937, its cost was estimated at $170 million. Today, more than twice that 
amount—$383,504,038—has been obligated on Central Valley and it still is not 
completed. The total estimated cost now is fixed at $660,354,859, an increase of 
289 percent over the original estimate. 
But there is not one word to suggest that there have been added to the 
project such additional features as the $55 million American River 
development (authorized by the act of October 14, 1949, 63 Stat. 852) 
or the $42 million Sacramento Valley canals unit (authorized by the 
act of September 26, 1950, 64 Stat. 1036). Nowhere is there mention 
of the official estimate of $55 million as the increase due to construc- 
tion price trends.** An unwary or uncritical reader is thus easily 
tricked into assuming that the selfsame job which the Bureau of 
Reclamation said could be done in 1937 for $170 million is still only 
half completed and has already cost twice the original estimate. The 
real and pertinent facts about CVP cost increases can be summed up 
in a single statistic. As of March 1, 1953, the total change in project 
estimate subsequent to authorization or reauthorization was an in- 
crease of but 12 percent.** In the case of Hoover Dam, for example, 
the percentage increase was 36 percent. 


. * See Analysis of Cost Increases, Authorizations, and Benefits of Reclamation Projects. 
‘Te of the Interior, Bureau of Reclamation, March 1953, p. 9 


* Thid. 
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Pages 20 and 21 


After attempting to show on pages 18 and 19 that the “combined 
sphere of influence” of the Federal power marketing agencies blankets 
over 75 percent of the Nation, the booklet does an “about face” on 
pages 20 and 21. Abruptly one learns that consumers served by non- 
profit electric systems are but 20 percent of the total of ultimate elec- 
tric consumers in the country it receive but 16 percent of total kilo- 
watt-hour sales. Mr. Clay Cochran of the National Rural Electric 


Cooperative Association had this to say in his testimony about the 
booklet : 


With reference to pages 20 and 21, we are in hearty accord with Ebasco that 
electric consumers served by nonprofit electric systems are a small percentage 
of the total in the country. This is the background against which most of our 
thinking takes place. The whole concept of the Federal-local yardstick on 
utility rates is that the electric power industry need not be socialized. It can 
be made dynamic and made to serve the people by the competition of the non- 
profit systems, but this depreciation of the numerical importance of preference 
consumers certainly does not substantiate Ebasco’s scare talk about the socializa- 
tion of the industry. (See hearings, pp. 339 and 340.) 


Pages 28 and 29 


These pages are an effort to give a “striking example” of how private 
power can do the job more cheaply than the Federal Government. 
The “striking example” is the Bureau of Reclamation’s Hungry 
Horse project under comparison with the Montana company’s own 
Kerr Dam project. Both are located in Montana, in fact within the 
same watershed. Author-editor Colin Raff of the Montana company 
might be expected to know more about the subject matter of these 
pages than about anything else in the booklet. Unfortunately, how- 
ever, no other pages in the booklet are more deceitful. 

Kerr Dam is lined up alongside Hungry Horse, and one is given 
these figures: Kerr Dam cost $11 million for 112,000 kilowatts of 
capacity; Hungry Horse will cost $103,500,000 for 285,000 kilowatts. 
Incredibly, the booklet proceeds to say: 

Although the two plants were constructed at different times, the difference in 
construction price levels accounts for only a fraction of the total cost diversity. 

The facts from which a really valid comparison might be drawn 
were easily available to Mr. Raff, as well as to Ebasco. These are the 
facts. 


1. Hungry Horse is a multiple-purpose project. The tentative cost 
allocation as of 1952 was: 


BR OWE ea a dc, Se eth te Re $43, 280, 000 
Downatresm:) river tegalation.. 1c. 1.5 Seek ee .. 89,951, 000 
Flood control and navigation (nonreimbursable) —~-_...--___---~_- 19, 669, 000 

I ne oak a eer eens * 102, 900, 000 


1“Repayment Histories and Paycut Schedules, 1952,” U. S. Department of the Interior, 
1953, p. 69. 


Thus, the allocation to at-site and downstream power at Hungry 
Horse totals, roughly, $83 million. 

2. Downstream power benefits due to the river regulation made pos- 
sible by the dam must be added to the at-site power potential of a dam 
for a valid comparison. 

3. Mr. Raff in his letter to the chairman dated August 10, 1956 (see 
hearing, appendix LX, item 2) offers new comparative figures ap- 
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plicable to 1952 and taking into consideration the downstream benefits 
factor both for Hungry Horse and also for Kerr Dam: 


Kerr Dam Hungry Horse 


Odstu....isss wr eviwe Se atbiokwdheeesutidsenmedatliniabwashlin detebtbbecendebmeeny $11, 236, 822 $103, 500, 000 


Kilowatt capacity plus downstream firm power-...._...........-----.---.. 314, 000 810, 000 
Cast ner REleWats 0 SDOVO,. <a...e onset betceicheiabilencsaacel $36 $128 


4. Assuming Mr. Raff’s figures for downstream benefits are approxi- 
mately right, ‘but correcting the cost figure for Hungry Horse to $83 
million, the allocation to at-site and downstream power, one finds the 
per kilowatt cost there to be $102, not $128. 

5. Kerr Dam was placed in operation in 1938, and Hungry Horse, 
in 1952. Between those dates the Engineering Haveticeel construc- 
tion index went up 242 percent. Therefore, it is necessary to convert 
1938 dollars to 1952 dollars for an accurate comparison. $36 a kilo- 
watt in 1938 becomes $87 a kilowatt in 1952. 

6. It is also important to any comparison that the Kerr Dam site is 
generally regarded as in one of the most nearly ideal hydroelectric 
locations in the United States. 

Something about latter-day construction costs can be gleaned from 
Mr. Raff’s own statement that after 1952, a third generating unit was 
installed at Kerr Dam, which added 56,000 kilowatts of capacity. 
The cost was approximately $5 million or $89 a kilowatt, and this 
where the dam and powerhouse had already been constructed.* This 
obviously profitable addition, incidentally, was made possible only 
because of downstream river regulation made possible by the construc- 
tion of Hungry Horse Dam. 


Pages 30 and 31 


“Investor-owned utilities are taxpaying partners,” the booklet pro- 
claims “paying 23 cents out in taxes for every $1 in revenue. In 
contrast, public power escapes all Federal taxation and makes only 
token payments in lieu of taxes to State and local governments.” 
As might have been expected, the booklet leaves out three-fourths of 
the story. First, investor-owned utility companies are not actually 
taxpayers, but merely tax collectors. Many persons are not aware 
that the expense of tax payments by utility companies is included in 
their rates and that these rate are publicly fixed to cover all expenses 
including tax expense and guarantee a fair profit besides. It is patent 
that pages 30 and 31 are so incomplete as to be meaningless. 

Secondly, as pointed out by Congressman Holifield in his dissent 
to the Hoover Commission Report on Water Resources and Power: 

Expanded use of electricity and regional economic developments through low- 
cost power do not mean that the people of the region are carrying less than 


their share of the Federal tax burden. Rather they mean that the basis of tax- 
gathering has been shifted from electric utility operation to the expanded private 


Mr. Raff testified that the per kilowatt cost of Washington Water Power Co.’s Cabinet 
Gorge plant (held as a shining example of private development on pp. 26 and 27 of the 
booklet) was $201. See hearings, p. 38. In a note printed on p. 26 of the hearings, Mr. 
R. F. Penman of Ebasco wrote: “Mr. Roach has had recent discussions in Washington, 
which makes him fairly optimistic about gue the Oxbow (Hells Canyon) license. 
Oxbow (151,000 kilowatts) can be built for about $160 per kilowatt against Wiley (75,000 
kilowatts) for about $230 per kilowatt.” 


89792—57——-5 
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enterprise which results from lower electric rates. This has been shown to be 
the case both in the TVA and Bonneville market areas. 
In the case of the Tennessee Valley— 


Mr. Holifield continued— 


figures have been repeatedly published in congressional reports showing that 
increased tax collections from the valley States are returning the Federal invest- 
ment over and over again. 


In 1933, the 7 Tennessee Valley States paid 3.4 percent of all individual income- 
tax revenues received by the Treasury. 

In 1953, the individual income-tax payers in those States paid 6.1 percent of 
the total national individual income-tax collections—an increase of 2.7 percent 
in the proportion of taxes paid out of the valley States. 

The 6.1 percent of individual income taxes collected from the area in 1953 
was $2,200 million. At the pre-TVA rate of 3.4 percent the collections would 
have been only $1,200 million. 

The Nation gained $1 billion in income-tax collections from the Tennessee 
Valley States in 1953 alone as a result of the economic gains of that area follow- 
ing establishment of TVA. Over 20 years, the increase proportion of indi- 
vidual income-tax collections from the area has amounted to nearly $8 billion— 
many times the total Federal investment in all TVA facilities, which is also 
being fully repaid. 

Finally, it should be noted that by taking advantage of the rapid 
amortization provisions of the income-tax laws, the private utilities 
will realize benefits of $4,276,811,362 over a 3314 year period even 
after paying deferred taxes. (See hearings, p. 278.) Under the de- 
cisions of the Federal Power Commission beginning in 1953, these 
benefits will accrue to the companies and will not be passed. on to 
the users of electricity in lower rates.” 


Pages 34 and 35 


The book concludes with a warning of impending doom: The Fed- 
eral power program is rushing the country down the ruinous road to 
“socialism.” ’ 

“Socialism” is, of course, a word with many complex and conflicting 
connotations. It is especially attractive to propagandists because in 
one context it can be used to symbolize un-Americanism. Congress- 
man Moss made this commentary on the basic problem in the use of 
the word: 

Isn’t it more or less a matter of fact that what you might call socialism depends 
on whose ox is being gored. I recall in my State legislature, we were dealing 
with legislation affecting the establishment of public-parking authorities. Now, 
to the garage man or to the parking-lot operator that was socialism. To the 
merchants in the downtown areas where there was great congestion and where 
increased parking facilities would act as a bulwark to capitalism, that to them 
was sanctified in all respects, and in no instance would they refer to it as 
socialism. 

So it is a matter of who benefits and how it affects the individual operator as 
to whether he regards it as socialism or a support to capitalism. (See hearings, 
p. 143.) 

It is a curious thing that the private power companies do not seem 
to regard those aspects of the Federal power program which they 
believe will serve their own interests as “socialistic.” For example, 
Mr. Colin Raff of the Montana company, who wrote the text of the 
booklet, stated that he did not regard the Northwest’s Bonneville 
Power Administration as socialistic (see hearings, p. 51); Mr. Al 
Tudor of the Arizona company did not regard the Hoover Dam as 


37See Federal Power Commission Opinion No. 264, Docket No. R-126, adopted Dec. 
3, 1953, Treatment of Federal Income Taxes as Affected by Accelerated Amortization. 
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socialistic ; and all the companies supported the Uppes Colorado River 
project where Republican Congressmen were told in a caucus of July 
my, 1955, that all the power will be sold at load centers to private 
utilities. 

Our electric power industry is certainly aware that its economic 
future has never been brighter or more assured. It cannot be fear 
for this future that prompts them to cry “socialism.” The cynical 
motive behind this attempt to stigmatize public power is clearly shown 
in this example: 


{Excerpt from The Public and You. Electric Companies Advertising Program (ECAP, 
January 1950)] * 


Sixty-three percent of the people approve TVA * * * Are they Socialists? 
Liberals? Fuzzy-thinkers? Low-income folks? Apparently not. 

These are people who read and get around and think, and supposedly recog- 
nize a fact when they see it. This chart gives very strong evidence that private 
industry’s side of the TVA story has been buried in the rubble of bureaucratic 
propaganda. 

From the preceding charts, it is apparent that to link our fight to the TVA 
question would run us into a lot of opposition, most of it based on lack of knowl- 
edge. But to link our fight to socialism is something else again. The people do 
not want socialism. 

We’re on favorable ground there. ECAP advertising in magazines and on 
the radio will stress the fight against the socialistic state more in the future. 
It should be stressed, too, on the local level in speeches, radio talks, interviews, 
and other public expressions of management opinion. 


The fight against so-called “socialism” is an ancient one with Ebasco 
and its parent company, Electric Bond & Share. In 1927, the objective 
of their assault was the defeat of the Swing-Johnson bill for a Boulder 
Canyon project (Hoover Dam). In those days, there had been or- 
ganized a kind of superlobby called the Joint Committee on National 
Utility Associations. It represented the American Gas Association, 
the American Electric Railway Association, and the National Elec- 
tric Light Association. Representatives on this joint committee from 
Electric Bond & Share were: S. Z. Mitchell, president of Electric 
Bond & Share, C. E. Groesbeck, executive vice president, and H. C. 
Abell, vice president.® 

One of the publicity items issued by the joint committee was entitled 
“Communism’s Stepping-Stone” and contained this paragraph: 


Through the Swing-Johnson bill, fathered by California’s two leading Mem- 
bers of Congress, the radicals and visionaries tried to force the National Gov- 
ernment into industry at the last session of Congress. That measure authorized 
the Government to build Boulder Dam and operate the resulting powerplant in 
competition with individually invested capital. Of course, California was be- 
hind the bill because it would provide abundant water and power for a large 
section of California at the expense of all the other States in the Union. The 
other radicals in Congress were behind the bill because it would put the Govern- 
ment into business in competition with its citizens. It meant Government own- 


ership and operation—the fetish of the Socialist and the stepping-stone of the 
Communist.” 


% Mr. Al Tudor of the Arizona company admitted during the hearing that his company 
was a member of ECAP and had received from it material on the use of the “socialism” 
approach. (See hearings, p. 135.) 

on Doc. 92, pt. (exhibits), 70th Cong., 1st sess., FTC Report on Utility Corporations, 

. 852. 

“Id., p. 353. See also Monopoly in the Power Industry, Interim Report of Antitrust 
and Monopoly Subcommittee (Langer subcommittee), Senate Judiciary Committee, 83d 
Cong., 2d sess. (1955), pp. 54-55 
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Mr. Alex Radin, general manager, American Public Power Associa- 
tion, in his appearance before the subcommittee stated : 

The booklet concludes with several pages attempting to link public power with 
socialism. I have stated at the outset of my testimony that the organization 
which I represent—and I personally—do not advocate the nationalization or 
socialization of the electric power industry. We have never advocated such a 
policy, and I know of no responsible person in the public power field who does 
advocate such a program. (See hearings, p. 278.) 

Mr. Clay Cochran, director of legislation, research, and manage- 
ment, National Rural Electric Cooperative Association, National 
Rural Electric Cooperative Association, expressed his views to the 
subcommittee in this colloquy : 

Mr. Jonas. General Motors pays $1 billion, but the buyers of the automobiles 
pay the taxes. It is a convenient method of getting about $1,228 million in taxes 
that are required to run schools and other facilities. The point is, if you take 
over the utility business in this country, we are going to lose an awful lot of 
taxes, aren’t we? 

Mr. CocHrAN. Well, we have no present plans for taking them over. 

Mr. Jonas. Wouldn’t you like to get rid of them? 

Mr. CocHran. Get rid of private utilities? 

Mr. Jonas. Yes. 

Mr. CocHRAN. I think it would be a tragedy. 


* * ” * * * s 


Mr. Cuvuporr. I don’t think anybody is advocating getting rid of private util- 
ities. (See hearings, p. 255.) 


Assistant Secretary Aandah] himself has also spoken on this protean 
subject of “socialism.” Attempting no fine distinctions such as those 
offered by Mr. Al Tudor of the Arizona company, Mr. Aandahl flatly 
regards the development and sale of power by the Federal Government 
at Hoover Dam as socialistic. He explains further: 

* * * We have come to accept a few of those socialistic principles in our Gov- 


ernment, but because we have accepted them doesn’t throw them out of the cate- 
gory of socialism.“ 


Questioned later about whether it meant that he was opposed to any 
project of a multiple nature, Mr. Aandahl answers: 


I didn’t say that I was opposed to each item of socialism * * *.“ 
EFFECT OF BOOKLET AND KIMBALL “EXCERPT” 


The hearing developed the fact that the booklet was presented 
physically into the hands of those comprising the highest policy level 
in the Department: Secretary McKay, Under Secretary Tudor, Assist- 
ant Secretary for Water and Power Aandahl, Solicitor Davis. In 
fact, shortly before the hearing a copy of the booklet was located 
among material Mr. Aandahl had saved in a small room adjoining his 
office. (See hearings, p. 302.) As to the “excerpt” addendum to the 
booklet, Mr. Kimball’s proposal for a new national power policy, the 
evidence is only that it reached one or more of the high policy officials 
to whom the booklet was presented. 

In any event, as stated above in the Summary of Basic Facts, the 
effect of the booklet and the excerpt on the formation of new power 


“ Effect of Administrative Acts and Policies of Department of Interior and Rural 
Electrification Administration on Rural Electric Cooperatives, Public Bodies, and Munici- 
pal Electrics. Hearings before a subcommittee of the House Committee on Government 
Operations, 84th Cong., 1st sess., p. 1283. 

421d., p. 1284. 
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policy in the Department of the Interior could not be shown directly, 
except through outright admissions by the makers of the new policy. 
What can and will be shown, however, is what followed the presenta- 
tion of the booklet and the excerpt in the wer of new policy actions 
and declarations echoing the spirit of the booklet and paralleling the 
recommendations of the excerpt. 

Some of these new actions and declarations are direct. Others, 
however, appear to be giving lipservice to the preexisting power polli- 
cies, while actually cutting the ground from under them. This is to 
say the logical extension of some of the qualifications or refinements 
attached to policy actions and utterances actually leads to an opposite 
result from what outwardly was support of Federal power policy as 
developed under past administrations. 

Here are a few parallels: 


Item 1 


The Kimball statement recommends that Federal power be disposed 
of to existing generation, transmission, or distribution systems of the 
area: 

(1) By permitting them to build the powerhouse and install 
and operate the generating equipment at their own expense and 
pay the Federal Government for the falling water ; 

In connection with the then proposed and now congressionally au- 
thorized Trinity River division of the Central Valley project, the 
Department of the Interior, in 1955, sought authority to negotiate a 
contract for the sale of falling water to and construction of power- 
house and generating facilities by a non-Federal entity.“ ere is 
little doubt that both Secretary McKay and Assistant Secretary Aan- 
dahl preferred this approach to Federal construction and operation of 
the power facilities. (See hearings, p. 310.) Also, there is little 
doubt that the contemplated “non-Federal entity” in this case is Pa- 
cific Gas & Electric Co.“ As previously pointed out, construction of 
the power plant by the Pacific Gas & Electric Co. and sale of the fall- 
ing water to it would mean that no Federal power would be avail- 
able for sale to preference customers. 


With respect to any precedents for the proposed Trinity arrange- 
ment, Mr. Aandahl testified at the hearing on the authorization bill: 


I don’t think there is any exact precedent for this arrangement, but it is one 
of the approaches to the overall partnership program that we are trying to 
develop.” 


Item 2 


The Kimball statement recommends that in the absence of arrange- 
ments for sale or lease of falling water, that Federal power be sold 
at wholesale to existing systems of the area at the dam site, with no 
preference as to purchasers except for irrigation pumping purposes. 


43 Letter to President from Secretary McKay, dated July 12, 1955, H. Doe. 281, 84th 
Cong. a sess., p. Xi. See also hearings, p. 308. 

44 i . 

4’ Hearings before a subcommittee of the Senate Committee on Interior and Insular 
Affairs, on H. R. 4663, 84th Cong., p. 23. (July 14, 1955.) In the hearings relating to 
this report at p. 321, Mr. Aandahl describes variants of this arrangement, all in connec- 
tion with the ged inn ey program,” such as the John Day project: “* * * there you 
have a group of utilities in the area, mostly private, possibly a public unit or two, offerin 
to supply most of the money that the Corps of Engineers needs to build this Federa 
prolecgn be repaid by the availability for their use of the power generated in this 
project.’ 
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From the very inception of Secretary McKay’s incumbency in 1953, 
and for more than 3 years thereafter, the Department of the Interior 
had before it the problem of the disposition of power from the 
Clark Hill project on the Savannah River. A preference customer, 
the Georgia Electric Membership Corp. had offered to take the power 
assignable to the State of Georgia. This would involve wheeling the 

ower through Georgia Power Co. transmission lines. That company 
1ad opposed in past years all appropriation requests for construc- 
tion of Federal transmission lines from the project on the ground that 
its own facilities there were adequate. It was on this basis, too, that 
the Interior Department in requesting appropriations for fiscal year 
1955 did not include any item for construction of transmission facil- 
ities. 

In February of 1954, the Department announced a proposed 15-year 
contract with the Georgia Power Co., under which power would be 
sold to the company at the bus bar, the company to agree to sell its 
power to preference customers designated by the Department. This 
was a rejection of the purchase offer by the preference customer, 
Georgia EMC. The Georgia Power Co., contrary to its representa- 
tions when opposing transmission-line appropriations, would not agree 
to wheel. A year later, the Secretary decided to ask the advice of the 
Attorney General regarding the, by then, hotly disputed agreement. 
In a formal opinion, dated July 15, 1955, Attorney Geteral Brownell 
held that the proposed contract was illegal in the face of the coopera- 
tive’s offer to buy the power.“ The hostility of the Interior Depart- 
ment officials to the cooperatives and to the statutory preference clauses 
is graphically illustrated by the fact that they deliberately concealed 
the Attorney General’s opinion while they tried to induce the coopera- 
tive to enter into the company proposal voluntarily. The Attorney 


General’s opinion came to light only as a result of an investigation by 
this committee.* 


Item 3 


As indicated above, Mr. Kimball would do away with preference 
customers for Federal power, for which there is provision in a host of 
statutes pertaining to various projects and agencies. Complete elimi- 
nation of these provisions could, of course, only be accomplished 
through congressional repealer. However, the intent of the Depart- 
ment of the Interior under the present administration to chip away 
at the preferencec structure is plainly on the record. 

If the Department had actually succeeded in implementing all its 
announced administrative reinterpretations of statutory law, it would 
have reduced the preference provisions of its general operating statutes 
to a mere facade. 

Speaking before the 41st annual meeting of the Chamber of Com- 
merce of the United States, held April 27, 28, and 29, 1953, Assistant 
Secretary Aandahl stated: 


There are a number of those things that can be modified administratively. If 
we just break away from that concept of a Federal power wholesale monopoly, 


# See Effect of Administrative Acts and Policies of Department of Interior and REA on 
Rural Electric Cooperatives, Public Bodies, and Municipal Electrics. Hearings before 
a subcommittee of the Committee on Government Operations, House of Representatives, 
84th Cong., 1st sess., p. 510 ff. (1955). 


7 Id, 


. 


1286. 
See H. Rept. 2279 (84th Cong.), Effect of Department of Interior and REA Policies 
on Public Power Preference Customers. 
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tied in to local public power, ever increasing local public power which can later 
easily be absorbed by the federalized wholesale power system, if we break away 
from that concept, in which the organization has been administered for a number 
of years, administratively we can correct a good many of the evil effects that 
the Federal power system has brought on our communities during the past year. 

Mr. Clarence A. Davis, Solicitor of the Department, had this to say 
on January 21, 1954, when he testified during the power-policy hear- 
ings held by the Langer subcommittee of the Senate Judiciary Com- 
mittee (p. 511 of the printed record) : 

Mr. SmitHey. * * * What I am trying to get to is that so far as law is con- 
cerned, is it clear exactly what the preference clause means? 

Mr. Davis. Frankly, I don’t think it is, Mr. Smithey ; no. 

Mr. Smiruey. All right. Having agreed with that, recalling that we agreed 
earlier in the hearings that this was Federal property, that the Constitution 
provides that Congress shall have the authority to dispose of Federal property, 
and that the authority of the Department is administrative, if you did not 
think your responsibilities and authority were clear why was it that the Depart- 
ment did not come to the Congress and seek clarification of its authority before 


issuing a policy which was inconsistent with, or at least altered, the previous 
policy? 

Mr, Davis. I think, like any administrative act, Mr. Smithey, especially where 
you have one that is not too clear, the customary practice has been to administer 
it administratively as best you can. If you are asking me whether I think the 
Congress should clarify some of this language, I will answer you “Yes.” 


* * x + * * * 
Mr. SmitrHey. * * * But could you tell me now, sir, whether you intend to 


ask Congress for any further definition of the preference clause? 
Mr. Davis. No; I can’t tell you. 


There are, of course, many indirect means of devitalizing the Fed- 
eral preference-customer program, such as sale or lease of falling water 
to private utilities, sale of power to them at the bus bar, or turning 
desirable hydroelectric sites over to private development by default 
as a result of failure to press for Federal development. However, by 
taking a narrow view of his statutory authority, the Department of 
the Interior under Secretary McKay has announced its desire to place 
an effective damper on the previously established preference-customer 
program. Fortunately it has not always been successful. There are 
three main approaches declared by departmental officials to be the 
desirable new policy: (@) Restriction or discontinuance of Federal 
construction of transmission lines to load centers in the absence of the 
possibility of effective wheeling arrangements; (6) elimination of 
the “recapture” or “withdrawal” clause in future power contracts with 
nonpreference customers whereby the contract can be canceled upon 
appropriate notice in order to satisfy needs of preference customers; 
and (¢c) restrictions on arrangements to obtain thermal energy to firm 
up federally generated hydroelectric energy. Doing this helps bring 
about a dependable, year-around supply rather than one with sharp 
seasonal fluctuations. Not doing this can result in great quantities of 
energy going at dump rates to private power companies having large, 
integrated systems. 

(a) Restriction of transmission line construction——What the new 
Interior Department power policy statement of August 18, 1953, has 
to say about transmission lines is quite general : 


* * * Transmission facilities will also be built and operated to carry power 
to load centers within economic transmission distances unless other public or 


private agencies have or will provide the necessary facilities upon reasonable 
terms. 


* For full text see hearings, appendix X. 
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This does not appear to be a radical departure from the previously 
announced policy of January 3, 1946.° It is no secret, however, that 
the new leadership in the Department considered the previous trans- 
mission line program to be far too extensive. As Assistant Secretary 
Aandahl remarked in April 1953, before the 41st annual meeting of 
the United States Chamber of Commerce: 


And then, in connection with the preference clause, there is another thing that 
falls out of line with good business judgment, and that is the extension of trans- 
mission all over the country for the purpose of picking out preference customers 
that are beyond the reasonable distributing distance from the source of power. 


Mr. Clarence Davis, the Department’s Solicitor testified on Jan- 
uary 21, 1954, in the following manner about the quandary in which 


the Department had seen fit to place itself in respect of transmission 
hnes: 


Those who advocate the unlimited extension of Federal power would undoubt- 
edly take the position that the Government was under obligation to extend its 
lines indefinitely so long as it has power to sell and so long as there are preference 
customers who can be found to sell to. The logical result of that policy, however, 
is that it results in a sale exclusively to public agencies. The word “preference” 
by definition seems to imply a choice between alternatives—a choice between 
prospective customers. The position I have supposed, therefore, of unlimited 
extension of Federal transmission or Federal marketing, regardless of distance, 
would seem to run contrary to the implications in the word “preference.” Also 
the mandate to follow “sound business principles” unless ignored would seem 
to impose some limitations in the hypothetical situation I have been discussing.” 


Mention has already been made of the interesting result of the De- 
partment’s failure to seek an appropriation for a Federal transmission 
line from the Clark Hill project. 

Note, too, should be given to Assistant Secretary Aandahl’s comment 
at a conference with preference groups on May 12, 1953, relating to the 
Southwestern Power Administration. He stated then: 


* * * Our one responsibility is the sale of hydroelectric power that is generated 
in the multipurpose dams, and in that sale we want to recognize the preference 
customers and make that power in its full capacity available to the preference 
customers, but beyond that we do not care to move it.” ” 


The committee must note that this policy of the Interior Depart- 
ment, since 1953, deliberately disregards the mandate of section 5 of 
the Flood Control Act of 1944 which directs the Secretary to “transmit 
and dispose” of the electric energy generated at Federal dams. The 
fact is that the Interior Department officials in 1953 set out on a policy 
of sabotaging this statutory directive. 


For full text, see Power Rates—Southwestern Power Administration. Hearings be- 
omens subcommittee of Senate Public Works Committee, 84th Cong., 1st sess. (1956), 


D 

51 Power Policy. Hearings before Langer subcommittee of Senate Judiciary Committee, 
83d Cong., 2d sess. (1954), p. 496. 

In this ‘paragraph Mr. Davis perpetuates his previous misinterpretation resulting from 
an erroneously added comma. Both the printed transcript and the official departmental 
text of Mr. Davis’ statement cite section 5 of the 1944 Flood Control Act as follows: “You 
will note that this act adds the further “obligation upon the Secretary to ‘encourage the 
most widespread use thereof at the lowest possible rates to consumers, consistent with 


sound business principles’.” The underlined comma is not found in the United States 
Statutes at Large (58 Stat. 890; 16 U. S. C. 825s). Choosing to read the section with 
the added comma (and assuming the Congress to have used an adjectival form adverbially), 
Mr. Davis goes on in his statement to interpret section 5 as directing the Secretary “(c) 
to market ‘consistent with sound business principles’;” * * * Actually, the phrase ‘‘con- 
sistent with sound business principles” follows and obviously modifies the word “rates” 
in the following excerpt from section 5: 

* * The Secretary of the Interior, * * * shall transmit and dispose of such power 
oth energy in such manner as to encourage the most widespread use thereof at the lowest 
possible rates to consumers consistent with sound business principles. * * * 

52See Power Rates—Southwestern Power Administration, hearings before the Kerr 
subcommittee of the Senate Public Works Committee, 84th Cong., 2d sess. (1956), p. 650. 
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In addition to the instances already described, they adopted ver- 
batim regulations proposed by the western private utility companies, 
including all five companies involved in the present hearings, which 
eliminated provisions requiring the wheeling of Federal power over 
lines crossing public a where such lines Sat an unused excess ca- 
pacity. These regulations were submitted in the form of an anony- 
mous document by a private utility lobbyist and were rushed through 
the Department by the Solicitor and the Under Secretary without 
notice to or consultation with any agency responsible for the market- 
ing of Federal power or for the management of public lands.™ 

(b) Elimination of “withdrawal” or “recapture” clauses from future 
power contracts—Through the use of such clauses in certain power 
contracts with nonpreference customers the Secretary of the Interior 
has reserved a cancellation privilege (on due notice) in order that the 
power may be withdrawn to meet newly anticipated needs of statu- 
tory preference customers. 

The Kimball recommendations of course recommend the complete 
elimination of such provisions, except preference for irrigation pump- 
ing purposes. 

On September 9, 1953, Assistant Secretary Aandahl approved spe- 
cial power marketing criteria for the western and eastern divisions of 
the Missouri River Basin. Article 7 of each set of criteria in the Sep- 
tember 9 version in effect dispensed with the recapture clause in new 
contracts. Only after coe arable protest was this article modified 
somewhat on December 11, 1953, to set aside some power for the load 
growth of preference customers and to provide that this reserve may 
be sold with a recapture clause.™ 

Again as of April 1953, Mr. Aandahl can be quoted with respect to 
the withdrawal clause principle. His speech before the 41st annual 
meeting of the United States Chamber of Commerce again merits 
note: 


I feel that this Federal power should be dropped into the communities and 
distributed by whatever retail system prevails in the community at the time that 
the power is available. If there are preference customers there, they should be 
so recognized and should be given the power. They should be sold the power 
on the basis of long-term contracts. The remaining power should be made availa- 
ble on equally long-term contracts to other customers in the area. 


The Department’s statement of power policy of August 18, 1953, 
does not even advert to the matter of “withdrawal” or “recapture” 
clauses. Assistant Secretary Aandahl was questioned on this during 
the hearing, and his reply was: 


Mr. AANDAHL. The thing that you are talking about now that appears in the 
Missouri Basin power marketing criteria is a matter of detail, and it is covered 
in general in the broad principle that I have referred to. 

Mr. LANIGAN. The elimination of recapture clauses would be a basic change 
in policy, would it not? 

Mr. AANDAHL, It is a detail of some significance. (See hearings, p. 320.) 


53 See H. Rept. No. 1975 (84th Cong.), Certain Activities Regarding Power, Department 
of the Interior (Changes in Power Line Regulations). 

“ The complete texts of the old and the modified Missouri River Basin marketing criteria 
may be found in Power Rates—Southwestern Power Administration, hearings before the 
aa of the Senate Public Works Committee, 84th Cong., 2d sess. (1956), 
p. 66 : 


89792—57——-6 
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(c) Restrictions on arrangements to obtain thermal energy to firm 
up Federal hydroenergy.—The Interior Department power-policy 
statement of January 3, 1946, contains this language: 


Hydroelectric generating facilities shall be designed and installed in all proj- 
ects where feasible. The project shall have its own steam standby and reserve 
facilities where necessary to independent operation on an economical and effi- 
cient basis.” 

The new power-policy statement of August 18, 1953, omits any such 
item. Moreover, on February 26, 1954, Mr. Aandahl expressed him- 
self as opposed to the Federal Government’s building steam plants.** 

The Department did announce a policy of securing steam power to 
maintain a firm project supply on the basis of an average water year. 
However, opined Solicitor Davis, this can only be done by an exchange 
of energy with utilities having steam capacity. “The whole question 
of the right to purchase steam power by the Department is shrouded 
in legal uncertainty,” he declared.” 


Item 4 
Mr. Kimball recommends: 


The Federal Power Commission in all cases, as set forth above, shall establish 
the price to be paid by such purchasers as will result in the cost of the power to 
them being in conformity with the competitive market value of such power in 
the area, with the difference in the cost and the market value being used to defray 
the water-resources-development costs of such projects. 


In a speech before a meeting of the Missouri Basin Interagency 
Committee at Fargo, N. Dak., on September 29, 1953, Mr. Aandahl 
made the following statements, both of which were italized for empha- 
sis in the text as issued by the Department of the Interior: 

“As a word of warning,” Mr. Aandahl said, “IJ would like to forecast that, 
except in high fuel cost areas, 5 years hence the spread in price between federally 
produced power and locally produced power, either from steam plants or other- 
wise, will be much less than it is at the present time.” 

Mr. Aandahl then added the following: “The availability of remaining power 
to nonpreference customers, together with prospective reduced differential in the 
price of Federal and locally produced power, should materially reduce the un- 
fortunate pressure on local communities to establish local public power entities 
just to make Federal hydropower available to themselves.” (See hearings, p. 


281.) 

To the extent that the spread Mr. Aandahl has spoken of will be less 
because of the adoption of a Federal policy counter to that under which 
rates established at the lowest possible level consistent with sound busi- 
ness principles and project repayment and operating requirements, 
then not only is the will of Congress being flouted, but, according to 
the testimony of Mr. Alex Radin, it would “eliminate the healthy com- 
petitive pressure of public power, and would offer the private-power 
companies little incentive to adopt more progressive rate schedules 
which encourage the greater use of electricity.” (See hearings, p. 
280.) 

Ttem 6 


The general statement is made in Mr. Kimball’s “excerpt” that 
the Federal Government should not assume in any way the responsi- 


& For text reference, see footnote 51, supra. 
5 Power Rates—Southwestern Power Administration, hearings before Kerr subcommittee 
of Senate Public Works Committee, 84th Cong., 1st sess. (1956), p. 6 


& Power Policy, hearings before the Langer subcommittee of the Senate Judiciary Com- 
mittee, 83d Cong., 2d sess. (1954), p. 502. 
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bility of supplying power to any area and should not develop either 
hydro or thermal power projects for power purposes only. 

The Interior Department’s power-policy statement of August 18, 
1953, declares: 


It is recognized that the primary responsibility for supplying power needs of 
an area rests with the people locally. * * * (See hearings, appendix X.) 


The power-marketing criteria for the Missouri River Basin as 
romulgated September 9, 1953, and unchanged by the amendment of 
ecember 11, 1953, make specific reference to this point in article 1: 


* * * Tn the application of this criteria, it must be recognized that the Fed- 
eral Government does not assume a “utility” responsibility and therefore the 
purchase of thermal-generated energy to firm the hydro, as indicated above, will 
be kept to a minimum.” 


Item 6 


The last page of the booklet offers the following advice: 


The American people are watching to see whether the Federal Government 
will continue the power-expansion policies shown on the foregoing pages or 
discontinue those activities which private enterprise is ready, willing, and able 
to perform. 

The future offers the opportunity to follow a program that will— 

First. Reduce the Federal debt. 

Second. Eliminate enormous future Federal expenditures. 

Third. Get the Federal Government out of commercial business as pro- 
posed by Charles E. Wilson and others.” 


The Department of the Interior has not, of course, set up any an- 
nounced policy to encourage “denationalization” of Federal power 
facilities. This is not to say that the subject has not been carefully 
weighed. It is Assistant Secretary Aandahl’s view that it would be 
a “policy error” to attempt to do this. In his April 1953 address 
before the 41st annual meeting of the United States Chamber of 
Commerce, Mr. Aandahl gives this frank rationale behind his judg- 
ment that a denationalization program would be a policy error: 


* * * And no matter what the facts might be about efficiency in distribution, 
and about American standards of private enterprise, if this administration, or 
any other administration, should turn that federally produced power over to 
big business, there would be an adverse reaction among the people. In order 
that our people may retain confidence in government, we should not do it. In 
order that our people may retain confidence in private enterprise, we should not 
do it, because the public will be just as critical of big business that is trying 
to gobble up this phase of Government activity as it will be critical of a Gov- 
ernment that is willing to turn it over. 


Item7 


In addition to its last page, quoted in item 6 above, the booklet 
implies severe criticism of what it sets out as costliness and ineffi- 
ciency of not only Federal power development but of a number of 
multiple-purpose water-resources projects such as the Central Valley 
project. (Cf. pp. 15, 27, and 29.) 


%® See Power Rates—Southwestern Power Administration, hearings before Kerr sub- 
committee of Senate Public Works Committee, 84th Cong., 2d sess. (1956), PB. 668. 

*° This probably has reference to a widely quoted speech by Charles EB. Wilson on 
Sontempnr 16, 1952. Item 3 of appendix VII of the hearings has this to say about the 
speech : 

“[Mr. Wilson] suggested that the Government’s investment in ‘our national dams and 
generating equipment and distribution facilities’ be sold to the people. Mr. Wilson’s sug- 
gestion was received with surprising favor. For example, Gov. Len Jordan, of Idaho, made 
a recent talk in Detroit in which he pointed out the grave danger to our society through 
the invasion of the Federal Government into the electric utility business and highly 
commended Mr. Wilson’s suggestion.” 
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The Department of the Interior under the present administration 
has stated that it favors some Federal responsibility and activity in 
the field of water-resources development. This would particularly 
apply to large multiple-purpose projects in a comprehensive develop- 
ment scheme. 

Assistant Secretary Aandahl explained his position to the Senate 
Interior and Insular Affairs Committee during the hearing on his 
confirmation in this way: 


* * * Many of these Federal water-development projects have such wide 
fields of benefit, and it is not a matter just of irrigation and power, but it is 
flood control, and it is recreation, and there are those benefits that extend 
beyond the immediate basin, and insofar as that is true, I feel that there is a 
Federal interest there that it would be inadvisable to completely erase. How- 
ever * * * I want to see a maximum of ownership and control be resolved 
in the people of the local communities.” i 

Again to turn to Mr. Aandahl’s speech of April 1953, before the 
annual meeting of the United States Chamber of Commerce, one notes 
the following: 


* * * In most large river systems, the main dams are multipurpose dams, and 
when you put together flood control and navigation, and municipal water, and 
requirements for health and sanitation, and irrigation, and hydroelectric power, 
and fish and wildlife, and recreational advantages, you find a multitude of benefits 
which are going to be dispersed so widely over the area, and which are going 
to be used so far into the future, and so many of which there is no means of 
directly taxing or charging the public, you find a development project that does 
not lend itself to private enterprise. And if we are going to harness these great 
river systems and make this multitude of benefits available to the people, it must 
come in the form of a Federal project. 


The power policy statement of August 18, 1953, also sets forth the 
Department’s position regarding non-Federal development of dams: 

* * * In general, [the Department] will not oppose the construction of facili- 
ties which local interests, either public or private, are willing and able to provide 
in accordance with licenses and other controls of the Federal Power Commission 
or other appropriate regulatory bodies and which are consonant with the best 
development of the natural resources of the area. (See hearings, appendix X.) 

On May 5, 1953, however, the Department withdrew its petition of 
intervention in the Idaho company’s FPC license application proceed- 
ing for the Oxbow unit of the company’s Snake River (Hells Canyon) 
development. Two years afterward, on May 6, 1955, the presiding 
examiner of the FPC ordered a license to be issued to the Idaho 
company. The examiner’s findings and conclusions are of special 
significance. 

Notwithstanding the fact that the Idaho company got its license, the 
examiner found that— 


(168) The three-dam plan of the applicant would not serve the public interest 
in the same way as the high dam project might under governmental auspices, 
but this is not to say that the applicant’s plan would not serve public purposes 


and promote the public interest. “ 

It can definitely be assumed that the Interior Department officials 
were fully aware of the fact that a Federal high dam would be 
economically superior to the company’s three-dam project in respect 
of total public benefits. For the examiner himself made plain that no 


® Nominations, Department of the Interior, hearing before Senate Committee on Interior 
and Insular Affairs, 83d Cong., 1st sess. (1953), p. 17. 

“ FPC, decision of presiding examiner, In the Matter of Idaho Power Co., Project No. 
1971, No. 2132, and No. 2133, filed May 6, 1955, p. 66. 
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new facts, engineering or economic, were adduced at the hearing 
beyond what was already well known in the Department of the 
Interior.™ 

Thus, on May 5, 1953, Solicitor Davis for the Department of the 
Interior cut the proposed high-dam project adrift into the turbulent 
political rapids of the Snake River, disregarding utterly its announced 
policy to oppose non-Federal developments not “consonant with the 
best development of the natural resources of the area.” 

It should be noted that following the meeting with Under Secretary 
Tudor, at which he presented the booklet, Mr. Thomas E. Roach, 
president of the Idaho company advised the other companies of the 
Rocky Mountain group that he had had “a very satisfactory meeting” 
with Under Secretary Tudor on April 15, 1953. On top of this, 
Mr. R. F. Penman, of Ebasco, identified a letter he had written on 
April 24, 1953, to Mr. B. C. Russell, vice president, Idaho Power Co., 
in which he referred to a recent telephone conversation with Mr. Roach 
in Boston. At the bottom of this letter, Mr. Penman added this 
notation to some of his associates : 

Mr. Roach has had recent discussions at Washington which makes him fairly 
optimistic about getting the Oxbow license. * * * (See hearings, p. 265.) 

The occurrence of frequent telephone conversations between himself 
and Mr. Penman was admitted by Mr. Roach. (See hearings, p. 179). 


® Tbid. (Nos. 183 and 184). 
® See supra, p. 12. 





APPENDIXES 


[Notre.—The page numbers given in brackets in the following item will relate 
the material immediately preceding each number to the appropriate page of 
the actual booklet.] 


APPENDIX I.—THE FeEpeRaAL Power PRrogRAM—ITS BACKGROUND, GROWTH, AND 
CONSEQUENCES 


The principal investor-owned power companies serving the 
Rocky Mountain area have prepared this booklet of factual infor- 
mation with the thought that it will be useful to the Secretary of 
the Interior and his Department. [Inside of front cover.] 


BACKGROUND OF THE FEDERAL POWER PROGRAM 


[Central Library—Received November 17, 1955—Library, Department of the 
Interior. ] 


The original conception of federally produced electric energy was contained 
in the Reclamation Act of 1906 which provided that wherever incidental power 
was developed on irrigation projects, the Secretary of the Interior was author- 
ized to lease “any surplus power or power privileges,’ giving preference to 
municipal purposes. 

The first major multiple-purpose project in the West was Hoover Dam, auth- 
orized by the Boulder Canyon Act of 1928, but in this instance, the Secretary 
of the Interior was authorized to market the electric power to municipal and 
private corporations at the bus bar. Widespread marketing of power was not 
a primary purpose. 

The Federal power program, as it is now constituted, was conceived by the 
New Deal planners of the Roosevelt administration and has expanded along lines 
set forth by such planners during the past 20 years. 

Subsequently, some plans for power developments were set forth by the Bu- 
reau of Reclamation and Corps of Engineers, but the Federal Government did 
not have a master plan of power development as such until President Roosevelt 
embarked on the building of projects immediately after taking office. 

The master blueprint of the Federal power program was contained in the 
Tennessee Valley Act of 1933, the Grand Coulee Act, the Bonneville Act of 1937, 
the Fort Peck Act of 1938, the Reclamation Act of 1939, and the Flood Control 
Act of 1944. In these measures, preference was extended to all types of public 
bodies and cooperatives, agencies were either formed or designated to carry 
out marketing policies, and the extension of Federal owned and operated trans- 
mission lines was promulgated. 

It was on the basis of these acts—and executive orders and interpretations 
within the Department of the Interior—that the Federal power program grew to 
the scope that it has achieved today. [P.1.] 


ICKES CHANGED COURSE OF POWER POLICY 


Two interpretive orders signed by the then Secretary of the Interior, Harold 
L. Ickes, set a new course for Federal power planning and embarked the Gov- 
ernment on a program of development and promotion designed to put it into 
direct competition with the investor-owned utilities of the Nation. 

His executive order of November 21, 1945, which authorized the disposition 
of electric energy produced by the Government in the Southwest, directed the 
Southwestern Power Administrator to take responsibility for interconnecting 
and integrating the operation of all Government-owned electric facilities and for 
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interconnecting Government plants with other electric power systems, purchas- 
ing energy from or selling energy to those systems. 

The order also authorized the making of surveys to aid the development of new 
markets and authorized SPA to advise and assist public bodies in acquiring 
distribution systems whether they were presently purchasers of Government 
power or merely potential customers. 

Less than 2 months later, on January 3, 1946, Secretary Ickes wrote his mem- 
orandum on power policy in which he advocated: 

1. Hydroelectric generation at all possible projects, with steam standby 
and reserve facilities “where necessary.” 

2. Integration of all Government plants by transmission ties and trans- 
mission lines to all “existing and potential” wholesale markets, such lines 
being owned and operated by the Government. 

3. Active assistance in the organization of public agencies and cooperatives 
on the grounds that the Department’s objectives could not be attained “by 
merely waiting for preferred customers to come forward and offer to pur- 
chase power.” 

4. Government assistance to public agencies and cooperatives in promot- 
ing their programs and operations, and assistance in building diversified 
loads and markets for preferred customers. 

The following pages show what the result of those policies has been. 

The chart on the opposite page shows the tremendous growth of the Federal 
power program in the last 20 years. 

Although the first Federal powerplants were constructed under the Reclamation 
Act of 1902, they were extremely small and were designed only to provide energy 
for irrigation pumping and to supply suprlus power to farmers on irrigation 
projects close to the plants. It was not until the advent of the New Deal that 
the Federal Government began developing its blueprint for wide-scale power 
production without relationship to irrigation or reclamation. 

In 1912, there were only two Federal powerplants in service with total in- 
stalled capacity of 7,500 kilowatts. By 1922, this capacity had dropped to 7,187 
kilowatts. At the outset of the Roosevelt administration, in 1932, Federal power- 
plants in service totaled 221,790 kilowatts, but 10 years later, in 1942, Federal 
power capacity had grown nearly 15 times as large to 3,215,819 kilowatts. At 
the close of 1952, there were 74 Federal generating plants in service with total 
installed capacity of 9,791,450 kilowatts. [P. 2.] 
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THE GROWING FEDERAL POWER PROGRAM 
GENERATING CAPACITY IN SERVICE - DECEMBER 1952 


9,791,450 KW 





3,215,819 KW 


221,790 KW 


1932 1942 1952 


[P. 8] 


The maps on the opposite page show graphically the change that has taken 
place in 20 years. In 1932, the Federal Government had only 11 powerplants in 
service, with one other, Hoover Dam, under construction. The powerplants in 
operation were located principally in the West and were, for the most part, 
designed to supply nominal amounts of power for irrigation projects. The only 
major operating project was Wilson Dam in Alabama with 184,000 kilowatts. 

Twenty years later, Federal powerplants in service, under construction, and 
proposed covered practically the entire Nation with the greatest concentration 
located in the Pacitic Northwest, Tennessee Valley, and Rocky Mountains. At 
the end of 1952, there were 758 generating stations with nearly 69 million kilo- 
watts of capacity in the Government’s current and proposed program. [P. 4.] 
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With the Federal Government’s program for power generation plants has come 
a plan to blanket the Nation with federally owned and operated transmission 
lines, many of which parallel and duplicate the facilities of existing suppliers. 

As the chart on the following page shows, this plan has developed solely in the 
last 20 years. In 1932, the Federal Government had no transmission lines of 
60,000 volts or higher in service. At the end of 1952, there were 20,544 miles of 
high-voltage transmission lines in operation throughout the Nation, and Federal 
agencies have plans for many thousands of additional miles of such facilities. 

Of the lines now in service, 8,216 miles are owned and operated by the Ten- 
nessee Valley Authority; 6,418 miles by the Bureau of Reclamation; 4,954 miles 


by the Bonneville Power Administration, and 966 miles by the Southwestern 
Power Administration. [P. 6.] 


GROWTH OF THE FEDERAL TRANSMISSION LINE PROGRAM 


1932 
NO FEDERAL LINES 
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~ LEGEND - 


YONSTRUCTED AND UNDER CONSTRUCTION 
PROPOSED 








20,554 MILES OF LINES 


[P. 7.] 


Today, the Federal power program has grown to gigantic scale. At the present 
time, there are 9,791,450 kilowatts of capacity in service and 10,728,400 kilowatts 
additional under construction. Authorized projects would add another 8,751,775 
kilowatts, and the various Federal agencies now engaged in power production 
aud planning have plans for the developinent of 39,699,925 kilowatts at projects 
which have been approved or are proposed for future consideration. [P. 8.] 
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FEDERAL POWER PROGRAM TODAY 


TOTAL=68 971,550 KW 












APPROVED 
OR PROPOSED 
39,699,925 KW 


AUTHORIZED 
8,751,775 Kw 


UNDER CONSTRUCTION 
10,728,400 KW 


IN SERVICE 
9,791,450 KW 
[P. 9.] 


The trend of Federal power in relation to total generating capacity is shown 
in the chart on the opposite page. In 1933, generating capacity owned and 
operated by the Federal Government was less than 1 percent of the total installed 
capacity in the Nation. During the next 8 years the percentage of federally 
owned generating capacity rose rapidly to 5.59 percent at the outset of World 
War II. The gain during the war was increased shurply due to programs ap- 
proved on the basis of defense production. The Federal Government's ratio 
remained about the same during the 6 postwar years because the investor-owned 
utilities, which had been handicapped by material shortages, got their tremend- 
ous expansion program underway. If present plans of Federal agencies are 
carried through, however, the percentage of generating capacity owned and 
operated by the Federal Government will jump to more than 15 percent by 1955. 





[P. 10.] 
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PROPORTION OF GENERATING CAPACITY IN UNITED STATES 
OWNED AND OPERATED BY FEDERAL GOVERNMENT 
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[Pen] 


The cost of the Federal power program, as it is now outlined, would total 
approximately $33 billion. 

Included in the total are: $7,009 million expended to June 30, 1953, and neces- 
sary to complete projects now under construction ; $20,200 million which would 
be needed to construct the 40,400,000 kilowatts of hydro capacity now authorized 
or proposed but not yet under construction ; $1,440 million required to construct 
steam electric generating plants now being proposed; $3,829 million for addi- 
tional transmission facilities which Federal agencies seek to build, and $276 
million in additional general plant. 

Where the ultimate plans would lead can only be guessed at. The President’s 
Water Resources Policy Commission has estimated that the total cost of the 
nationwide Federal power program would be from $70 billion to $115 billion. 


LP. 12.] 
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COST OF PRESENTLY-PROPOSED FEDERAL POWER PROGRAM 


TOTAL 
$ 32,754,000,000 
ADDITIONAL GENERAL PLANT 7” FOR NEW 


$ 276,000,000 TRANSMISSION 
$3,829,000,000 
REQUIRED TO BUILD —~ 
PROPOSED STEAM PLANTS 
$1,440,000,000 


REQUIRED TO BUILD 
PROPOSED HYDRO 
$20,200,000,000 


MONEY SPENT OR 

NEEDED TO COMPLETE 

PROJECTS UNDER WAY 
$7,009,000,000 





(P. 13.] 


The cost of the Federal power program is a source of concern to many people 
today, not only because of the tremendous size of the program but because of the 
past history of rising cost estimates after projects have been started. 

The Central Valley project of California, whose history is traced in the chart 
on the opposite page, is a typical example. When the project was authorized 
in 1937, its cost was estimated at $170 million. Today, more than twice that 
amount—$383,504,088—has been obligated on Central Valley and it still is not 
completed. The total estimated cost now is fixed at $661,354,859, an increase of 
289 percent over the original estimate. 

Here are other examples: 





Project Original Latest 


estimate estimate 
I oo So oa aka dlbaiem sere bee welnesadeeecubasdine $8, 202, 000 $34, 320, 515 
IE 2, ts oie in odennsbonbhangienpadeeaeauel 44, 000, 000 160, 331, 442 
a oi eae ee aaa ance 1, 200, 000 117, 352, 960 
of EE Ee ree ee ere 104, 000, 000 206, 000, 000 
I dai seh acca aden bimabaeeaos nema an . 75, 000, 000 197, 300, 000 
I eaten ain anes Raina 130, 000, 000 278, 195, 000 
I oe a ea eanbiomaniainnaeeaeeacsueoul 49, 470, 000 281, 650, 000 
RR NN iis ieee aie acca ot maloianthin nmmegee aces emaem me 72, 800, 000 285, 500, 000 


[P. 14.] 
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Testimony developed by the House Civil Works Subcommittee in May 1952 
brought out the discrepancy between allocations made to power by separate 
agencies of the Federal Government. A study of 12 power projects in service, 
under construction, and authorized in the Southwest revealed that the South- 
western Power Administration allocated about $200 million less to power than 
did the Corps of Engineers. Annual power charges estimated by SPA were ap- 
proximately $9,500,000 lower than those set up by the Corps of Engineers. 
These differences, of course, have important bearing on funds to be reimbursed 
to the Federal Government from such projects and may affect power rates. 


[P. 16.] 







(P. 17.] 
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The development of powerplants and the extension of transmission lines have 
placed emphasis on the Federal power marketing agencies such as the Bonne- 
ville Power Administration, Tennessee Valley Authority, Southwestern Power 
Administration, Southeastern Power Administration, and Bureau of Reclama- 
tion. ‘Together, their combined sphere of influence now covers more than three- 
quarters of the Nation. 

These agencies in the last 20 years have developed policies of promulgating and 
fostering a so-called preference class of customers and have sought to extend 
public ownership for the purpose of creating new and wider markets for federally 
produced power. In so doing, they have twisted the preference clauses in exist- 
ing Federal acts in an effort to justify the construction of powerplants and 
transmission facilities far beyond the limits originally intended for the role 
Federal power was toplay. [P.18.] 
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[P. 19.] 


Actually, the ratio of so-called preference customers to total electric customers 
in the United States is so small that widespread promotional activity of Federal 
power marketing agencies is not justified. 

In 1951, 83.7 percent of the kilowatt-hours sold to ultimate consumers was 
supplied by the investor-owned utilities, while only 16.3 percent went to prefer- 
ence customers through public bodies. Numerically only slightly more than 20 
percent of the ultimate consumers in the United States qualified as preference 
customers while nearly 80 percent were the customers of investor-owned utilities. 


[P. 20.] 
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VAST MAJORITY OF CONSUMERS 
ARE "NON PREFERENCE’ CUSTOMERS 
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(2. 22.) 


The investor-owned electric industry has been in existence in the United 
States for almost 75 years. During that entire time and up to the end of 
1952, it has put $22%4 billion into generating plants, transmission lines, and 
distribution facilities to serve practically all the people in the Nation completely 
and efficiently. 

However, the proposed Federal power program as it has been outlined during 
the past few years would obligate the spending of $32%4 billion, or $10 billion 
more than the total investment of the private utilities. [P.22.] 
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FEDERAL POWER PROGRAM VERSUS UTILITIES INVESTMENT 
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[P. 23.] 

And the investor-owned utilities are doing everything they can to meet the 
growing need for electric power, now and in the future. 

Since World War II, the utilities have spent more than $12 billion for new 
plant in a great expansion program—seven times the money spent by Federal 
power agencies during the same period. And in the last 6 years, the utilities 
have installed 23,834,454 kilowatts of new capacity, compared with 4,740,200 
kilowatts installed in Federal plants. 


This should be conclusive evidence that private investment can and will build 
all necessary power facilities to serve the people. [P. 24.] 
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POWER EXPANSION PROGRAM-1947-1952" 
INVESTOR OWNED UTILITIES VS FEDERAL GOVERNMENT 
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[P. 25.] 


Because investor-owned utilities must provide a return on the investment 
made by their owners, they have developed cost-consciousness that has resulted 
in more efficient, more economical construction and operation. 

The opposite chart demonstrates the economy of private planning and construc- 
tion. When Federal agencies studied the Cabinet Gorge Dam site on the Clarks 
Fork River between Montana and Idaho, they estimated cost of construction 
would exceed $75 million. Yet the Washington Water Power Co. built the dam 


and powerplant for $42,577,000, or about 44 percent below the Government 
estimate. [P. 26.] 
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FEDERAL ESTIMATE VERSUS ACTUAL COST OF DEVELOPMENT 
BY AN ELECTRIC UTILITY COMPANY 


FEDERAL ESTIMATE 
$75,625,000 






ACTUAL COST 
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[P. 27.] 


Another striking example of the difference between the cost of Federal power 
development and private construction may be found on the same watershed in 
western Montana. The Montana Power Co.’s Kerr Dam cost $11 million for 
112,000 kilowatts of capacity, while the Reclamation Bureau’s Hungry Horse 
project, only 50 miles away, will cost $103,500,000—more than 9 times the money 
for 2% times as much capacity. Although the two plants were constructed at 
different times, the difference in construction price levels accounts for only a 
fraction of the total cost diversity. [P.28.] 
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THE “CHEAP POWER" MYTH IN THE NORTHWEST 
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[P. 29.] 


The investor-owned utilities are taxpaying partners in every community they 
serve, paying 23 cents out in taxes for every $1 in revenues. In contrast, public 
power escapes all Federal taxation and makes only token payments in lieu of 
taxes to State and local governments. 

In 1952 the Nation’s electric utility companies paid approximately $1,228 
million in taxes, including $756 million that went to the Federal Government and 
$472 million which went to local, county, and State governments to help operate 
schools, build roads, and provide services for the people. 

Public power would have paid $118,730,000 in Federal taxation alone if it were 
subject to the same levies that are applied to the utilities. [P.30.] 
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OUT OF BALANCE 
FEDERAL TAXES LOST ON PUBLIC POWER 
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[P. 31.] 

The chart on the opposite page explains the changing role of the Bureau of 
Reclamation and its preoccupation today with the development of electric power. 

From its inception in 1906 to 1932, the Bureau constructed works for or assisted 
in reclaiming 2,769,605 acres of land which were put under irrigation in the 17 
Western States. In the past 20 years, with growing population and an expanding 
need for food and fiber, the Bureau has participated in the irrigation of 3,106,395 
acres of land, much of it involving supplemental water, or just 12 percent more 
than was put under water in the first 26 years of the Bureau’s activities. 

The last 20 years, however, has seen a tremendous change in the Bureau's 
attitude toward electric power. In the first 26 years of its existence, the Bureau 
constructed only a few powerplants totaling 37,790 kilowatts, but since 1932 it 
has installed 4,383,410 kilowatts of power—much of it without regard to irriga- 
tion and not connected with irrigation projects. 

This situation is disturbing to many westerners. [P.32.] 
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Of great concern to many people is the fact that the Federal power program in 
recent years has followed policies which would lead to the same results as those 
advocated by the Socialist Party and proponents of public ownership. 

This Socialist thinking is shown by the quotations below. Such a program was 
adopted in England and failed, and attempts now are being made to eliminate it. 

[P. 34.] 


THE SOCIALIST APPROACH 


All business vitally essential for the existence and welfare of the people, such 
as railroads, express service, steamship lines, telegraphs, mines, oil wells, power- 
plants, elevators, packinghouses, cold-storage plants, and all industries operating 
on a national scale, should be taken over by the Nation.—1920 Socialist platform. 

The control of electric power * * * will obviously carry with it the control 
of the industries of the Nation, the control of transportation, of mining and 
agriculture. * * * It will also dominate and determine very largely the domestic 
life of the people-—Carl D. Thompson, Socialist leader, 1925. 

Our long-time aim is the abolition of the profit system for private use. 

One good man with his eyes, ears, and wits about him inside the department 
* * * can do more to perfect the technique of control over industry than a hun- 
dred men outside. 

A scattered series of great generating plants selling their power within 300-mile 
radiuses might be expected to have a very considerable influence upon the exten- 
sion of public ownership to the transmission lines and the whole industry.—H. S. 
Raushenbush in The Socialism of Our Times and The New Leader. [P. 35.] 

Many observers today are alarmed by the similarity between the utterances 
of Socialist proponents of public ownership and those of former Interior Depart- 
ment officials whose philosophy is revealed in these quotations: 

“Federally owned public power developments include the basic multiple-pur- 
pose river structures and power generating and transmission facilities required 
to deliver the power to load centers.”—Oscar L. Chapman, former Secretary of 
the Interior, in an address before the CIO in Chicago, November 23, 1950. 
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“The interest of the Secretary of the Interior is that of a competitor of VEPCO 
in the sale of power in the Roanoke River area.”—Petition for rehearing, U. 8. A. 
v. Federal Power Commission and Virginia Electric € Power Co. (U. 8. Fourth 
Circuit Court of Appeals, October 30, 1951). 

“The responsibility of the Department of the Interior does not end until the 
power has been made available to the consumer, preferably through public 
agencies or cooperatives.”—William E. Warne, former Assistant Secretary of 
the Interior, before the American Public Power Association, March 28, 1950. 
[P. 36.] 


THE FuTurRE? 


The American people are watching to see whether the Federal Government 
will continue the power expansion policies shown on the foregoing pages or 
discontinue those activities which private enterprise is ready, willing, and able 
to perform. 

The future offers the opportunity to follow a program that will— 

1. Reduce the Federal debt. 

2. Eliminate enormous future Federal expenditures. 

3. Get the Federal Government out of commercial business as proposed 
by Charles E. Wilson and others. [P.37.] 


(The copy of the original printing of the booklet obtained from the 
central library of the Department of the Interior was provided with 
a large manila envelope stapled to the inside of the back cover and 
open at one end. Within this envelope were two documents. The 
texts of the two documents, captioned “Reference to Source Material. 
Growth of the Federal Power Program—Its Background and Con- 
sequences” and “Excerpt from Talk by John T. Kimball, December 1, 
1952. A Proposal for a National Power Policy” respectively, appear 
below.) 


[Central Library—Received, November 17, 1955—Library, Department of the 
Interior. ] 


GROWTH OF THE FEDERAL POWER PROGRAM—ITS BACKGROUND, GROWTH, AND 
CONSEQUENCES 


REFERENCE TO SOURCE MATERIAL 
Pages 2-5: 
Appendix J, Hoover Commission Report, page 40. 
Annual reports, Secretary of the Interior, 1945, 1951, 1952. 
Federal Power Commission Electric Power Statistics, 1920-40. 
FPC Statistics, 1942. 
Reclamation Handbook, Conservation Bulletin No. 32. 
TVA annual reports, 1941, 1943, 1951, 1952. 
House hearings, Interior Department appropriations, 1947 through 1953. 
House hearings, Army civil functions appropriations, 1947 through 1953. 
Power Resources, Requirements, and Supply—Missouri River Basin, Bureau 
of Reclamation, July 1951. 
Army allocation release, August 3, 1952. 
Bonneville Power Administration annual reports, 1951, 1952. 
United States Budget, 1953. 
1953 fiscal year supplemental appropriations bill. 
House hearings, Independent Offices Appropriations, 1953. 
TVA Weekly News Letters. 
Federal Power Commission Tabulations of Generating Installations, Elec- 
trical World. 
Pages 6-7: 
TVA Annual Report, 1952, page 22. 
BPA Annual Report, 1952, page 31. 
House hearings, Interior Department Appropriations, 1953, part 1, page 47. 
Annual Report, Secretary of the Interior, 1952. 
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Pages 8-9: 
FPC Electric Power Statistics 1951. 
Electrical World, Tabulations Based on FPC Statistics. 
Interior Department Power Project Responsibilities, annual tabulations. 
Power Resources, Requirements, and Supply—Missouri River Basin, Bureau 
of Reclamation, July 1951. 
The Columbia River, Department of the Interior, March 1947. 
House Document 531, 81st Congress. 
“The Central Valley Basin,’ Department of the Interior, August 1949. 
Senate Document 191, 78th Congress. 
Pages 10-11: Edison Electric Institute Bulletin. 
Pages 12-13: 
(Present program based on data from various House hearings and other 
material as shown in source reference for pp. 2-5.) 
(Future program estimated on basis of per kilowatt construction costs of 
prejects completed or under construction as reported by Federal agencies.) 
Pages 14-15: 
Senate Document 191, 78th Congress. 
House hearings, Interior Department Appropriations, 1947. 
House hearings, Interior Department Appropriations, 1953, part 3. 
House Committee Print No. 21, Report of Subcommittee To Study Civil 
Works. 
House hearings, Interior Department Appropriations, 1952, part 1. 
(Central Valley project, p. 15) House hearings, Interior Department Appro- 
priations, 1937, 1941, 1942, 1944, 1945, 1947 through 1952. 
Pages 16-17: House hearings, Subcommittee To Study Civil Works, May 1952. 
Pages 20-21: “I Want To Know About the Electric Industry,” Edison Electric 
Institute publication, 1952-53 edition, page 32. 
Pages 22-23: 
(Utility data based on 1952 report of B. L. England, president of the Edison 
Electric Institute. ) 
(Federal data—See source references for pp. 12 and 13.) 
Pages 24-25: 
Edison Electric Institute Data of Interest, January 1953. 
EEI research and statistical department. 
House hearings, Interior Department Appropriations, 1947 to 1953, inclusive. 
Annual reports, Commissioner of Reclamation. 
Senate Document 36, 76th Congress. 
BPA annual reports, 1946-52. 
TVA annual reports, 1946-52. 
Pages 26-27: 
Files of Washington Water Power Co. 
House Document 531, 81st Congress. 
Pages 28-29: 
Files of the Montana Power Co. 
Secretary of the Interior releases on 1954 Interior Departmen: ayppropria- 
tions requests. 
Pages 30-31: 
“TI Want To Know About the Electric Industry,” EEI, 1952-53 edition, page 23. 
Public power data estimated from EEI statistics. 
Pages 32-33: 
Annual report, Secretary of the Interior, 1952, table 8, pages 56-57. 
The reclamation program, 1953-59, Bureau of Reclamation, page 11. 





{Central Library—Received November 17, 1955—Library, Department of the 
Interior.] 


Excerpt From TALK By JOHN T. KIMBALL, DECEMBER 1, 1952—A PROPOSAL FOR A 
NATIONAL POWER POLICY 


Where power development is a feasible part of a water resources development 
project, the power should be disposed of to existing generation, transmission, or 
distribution systems of the area: 

(1) By permitting them to build the powerhouse and install and operate 
the generating equipment at their own expense and pay the Federal Govern- 
ment for the falling water ; or 
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(2) By the Federal Government building the powerhouse, installing the 
generating facilities and leasing the generating facilities and the right to 
the use of the falling water to such systems; or 

(3) Where neither of these arrangements are possible, by the Federal 
Government building the powerhouse, installing and operating the generating 
equipment and selling the power at wholesale under long-term contract to 
such systems at the dam site; or 

(4) Where it is not possible for any of the above courses to be followed, 
then the Federal Government, after specific authorization of the Congress, 
may construct transmission lines to such systems and sell the power so 
generated and so transmitted at wholesale to such systems, but with such 
transmission lines in no manner to result in the needless duplication of exist- 
ing transmission lines, but as set forth hereinafter with respect to the con- 
ditions upon which such transmission lines may be built. 

In all cases, as set forth above, involving the generation, transmission and sale 
of such power, no preference as to purchasers shall be shown, except preference 
for use only in irrigation areas where such power is to be used for water-pumping 
purposes for irrigation. All other power uses shall not be entitled to any prefer- 
ence regardless as to the distributor of such power, or the use to which such 
power may be put. 

The Federal Power Commission in all cases, as set forth above, shall establish 
the price to be paid by such purchases as will result in the cost of the power to 
them being in conformity with the competitive market value of such power in the 
area, with the difference in the cost and the market value being used to defray 
the water-resources development costs of such projects. Rates should be uni- 
form as between purchasers, and there should be no recapture provisions for 
such power, except for the specific project use only, limited to the operation of 
the dam and other specifically related facilities, and the preference for use for 
irrigation pumping purposes as heretofore set forth. The Federal Power Com- 
mission should have no jurisdiction as to retail rates for such power, such 
jurisdiction resting in the duly authorized regulatory bodies of the States. 

Where the construction of transmission lines for the delivery of power to such 
systems is necessary and feasible as established by specific authorization by the 
Congress, and as so determined such transmission lines will not needlessly dupli- 
“ate existing transmission lines, such transmission lines may be constructed to 
deliver power to such systems only in keeping with the following: All applicants 
for such power shall be required to secure from the State agency having jurisdic- 
tion a certificate entitling such applicants to receive such power; such certificates 
shall be issued by such State agency to any applicant for the territory then being 
served by it and shall not be issued to an applicant for a territory then being 
served hy some other distributor; such certificates shall carry no right other 
than a qualification to purchase such power. Where there may be conflict be- 
tween two or more applicants for a territory not then being served, the State 
agency having jurisdiction will award such certificate to the applicant best 
qualified to serve such territory based upon ability and willingness to serve and 
other such measures of fitness. Where there is conflict between two or more 
prospective purchasers of such power because of the insufficiency of such power 
resulting in the necessity for the allocation of such power between purchasers, 
then the State agency having jurisdiction will allocate such power on the basis 
of the needs of the respective applicants, but once such allocations are made 
they shall be firm and not subject to recapture except as heretofore set forth; 
and, in those cases where there is no State agency with jurisdiction relative to 
purchase certificates, conflict as to territory, or conflict as to power allocation, 
then the Federal Power Commission will have jurisdiction. 

Where power from water resources development projects is disposed of to 
existing generation, transmission, or distribution systems of the area under 
either (1), (2), or (3) above, but all of the eligible purchasers of the area, as 
determined by the State agency having jurisdiction if there is conflict, and where 
there is no such State agency then by the Federal Power Commission, are not 
able to secure such power in like manner, then the State agency having jurisdic- 
tion may require such generation, transmission, or distribution systems as may 
build or have facilities available, to deliver such power to such other eligible 
purchasers, at rates fixed by the State agency with jurisdiction, such rates to 
include such additional cost components over and above the wholesale rate 
fixed by the Federal Power Commission as are applicable; or, where there is no 
State agency with jurisdiction, then by the Federal Power Commission, If, 
however, under either (1), (2), or (3) above, there is insufficient power avail- 
able for all of the eligible purchasers, as determined as set forth above, then 
the State agency with jurisdiction, and if there is no such State agency the 
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Federal Power Commission, shall allocate such power through the medium of 
power purchase certificates in the same manner as if transmission facilities were 
built by the Government and may require such generation, transmission, or dis- 
tribution systems as may build or have available facilities to deliver such power 
to such other eligible purchasers to make such deliveries, but at rates including 
such additional cost components over and above the wholesale rate fixed by the 
Federal Power Commission as are applicable. 

The Federal Government should not in any manner assume the responsibility 
of providing electric service to any area or in any manner develop power- 
producing projects, either hydro or thermal or any other for power purposes only. 
All power development of the Federal Government should be as a consequence of 
water resources development projects where the power installation is economi- 
cally feasible. 

In order to encourage hydropower developments other than by the Federal 
Government, no State or State agency, nor any public or private entity created 
under State law shall be required to file with the Federal Power Commission a 
declaration of intention to construct a dam across a navigable stream unless 
the Department of Defense shall have first determined that such structure will 
materially and adversely affect the actual navigability of the stream. Under any 
circamstances in which such a State or its agency or any public or private 
entity created under State law may be required to file such declaration of inten- 
tion and later an application for license, the license when issued shall contain 
no provision for the recapture of such publicly or privately owned licensed project 
by the Federal Government. This shall apply also to existing licenses. 








APPENDIX II—CHANGES MADE IN THE SECOND PRINTING OF THE FEDERAL POWER 
PROoGRAM—ITS BACKGROUND, GROWTH, AND CONSEQUENCES 


(The following 4 pages, consisting of the inside of the front cover, plus pages 
7, 24, and 25, contain the changes made in the second printing of the booklet :) 


The principal investor-owned power companies serving the Rocky 
Mountain area have prepared this booklet of factual information 
with the thought that it will be useful to persons interested in: 

Cutting the Federal budget 

Lowering Federal taxes 

Eliminating socialism 

Reducing the Federal debt [Inside front cover. ] 


GROWTH OF THE FEDERAL TRANSMISSION LINE PROGRAM 
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[P. 7.] 


Since World War II, the utilities have spent more than $12 billion on new 
plants in a great expansion program. Of this total, $7,200 million has been 
spent on powerplants, including some complete hydroelectric stations and trans- 
mission lines and $4,800 million has been spent on distribution facilities. As 
a result, 23,834,454 kilowatts of new generating capacity has been placed in 
service. 

During the same period the Federal Government has spent $2,460 million 
on projects involving electric power including some transmission lines, thereby 
adding 4,740,200 kilowatts of new generating capacity. 

Thus, the electric companies have spent on power 8 times the amount of 
money the Government has, and have placed in service 544 times the generating 
capacity. 
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This should be conclusive evidence that private investment is more economic 
and can and will build all necessary power facilities this Nation requires at 
no cost tothe taxpayer. [P.24.] 
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APPENDIX IV—Excerpts FroM SPEECHES DELIVERED AT EBASCO PRESIDENTS’ 
MEETING, New York, N. Y., DECEMBER 1952. (For COMPLETE TEXT OF SPEECHES, 
See HEARINGS, APPENDIX VII, pr. 379-397.) 


POWER SHOULD NOT BE SOLD TO FEDERAL MARKETING AGENCIES FOR RESALE 


(Prepared by J. B. Thomas and presented by C. N. Phillips, December 1, 1952) 
» * * * * a oe 

Now I fully appreciate the great mass of precedent and custom and contracts 
that have been drawn up and interpretations by the Federal power boys and 
their lawyers and all of the other items which have been used to justify what the 
various marketing agencies are doing. I also know that the bureaucrats in 
Washington very often use the wording of one act to justify what they do under 
another act when it lacks these provisions. But I do have an uncomfortable 
feeling that with a gun at their heads the utilities have entered into some trans- 
actions which very well may be outside the authority of the marketing agencies. 

In the meantime, being practical politicians, the Interior boys have moved to 
improve their position somewhat by contracts with the local utilities. They have 
a potent weapon—the preference clauses. The main effort of the electric com- 
panies has been to keep the construction of unnecessary Federal transmission 
lines within reasonable bounds, generally through wheeling agreements. Under 
cover of these agreements, and using the shotgun methods in vogue with Interior 
under its old management which I hope is gone forever, the Interior boys have 
secured some other concessions that I do not believe it should have. 

I believe that the way to put a bridle on these wild men that have been 
directing Federal power, is through a congressional directive. We cannot wait 
on the far too slow and devious court proceedings. Relief is needed now and I 
for one am in favor of getting on with the job. 


Item 2 
PUBLIC RELATIONS ON A REGIONAL Basis 


P. D. Brooks, December 2, 1952 


As we join the Nation in acclaiming a new leader in the White House, we 
are well aware that it will take more than a change in administration to halt the 
socialization of the electric power industry. It would be nice if we could look 
forward to 1953 as the year when our worries would end—when we could devote 
all our energies to the manufacture and sale of a vital commodity, free at last 
from the necessity of fighting for our very existence. But it is not that easy. 
The knife has cut too deep. It will take more than a clean sweep down in 
Washington to wipe out the industry’s losses of the last 20 years. 

° * * - * * * 


Public relations on a regional basis is almost an exact parallel to the power- 
pool idea. Instead of kilowatts, ideas are fed into the public-relations pool. 
Nothing is changed within the structure of the member companies, but each may 
benefit from the combined strength of the group. To follow through with the 
power-pool comparison, the expense and manpower requirements of each of the 
member companies will remain about the same, but the public-relations impact to 
the entire region will be materially strengthened. 

Let me give you a concrete example of a public-relations pool in action. 

When the United States Senate in 1950 signed a new treaty with Canada mak- 
ing additional water available on the Niagara River for power purposes, it speci- 
fied that Congress must decide who would develop the additional power. And 
the New York companies for the first time found themselves confronted with a 
major public-power problem. Things began to happen fast. A bill was intro- 
duced in Congress to make the project a Federal one. Another bill would turn 


65 








66 EFFORTS TO INFLUENCE SECRETARY OF THE INTERIOR 


it over to the State for development. A third bill would permit private enterprise 
to do the job. 
* 


* * * * ° * 


Immediately a committee was formed of personnel of the five companies, and 
work was begun on a brochure which would cover all of the salient facts of the 
Niagara issue. This was intended as an early mailing piece to opinion-forming 
groups throughout the country and was to serve as a pattern for all subsequent 
material. 

* * t a * s e 


Within a couple of weeks the basic Niagara booklet was on the press; and 
it has been the basis of all the Niagara promotional efforts since that time. 
= * * * * + * 


A policymaking group had already been set up composed of a top management 
representative from each company. Under this group, a working staff was named 
to handle the details of the “more power from Niagara” promotion. Office space 
in one of the five company buildings was provided and a staff secretary, stenog- 
rapher, file clerk, and two advertising and publicity men were provided from five 
company personnel. All of these employees, by the way, were already on com- 
pany payrolls, and a rearrangement of work assignments in their home offices has 
made it unnecessary to hire replacements. Their schedules are flexible enough 
so that, when occasion demands, they can devote full time to the project. At 
other times, only a day or so a week may be required. 

Preparation and release of all materials of a joint nature is handled through 
this staff office. This includes booklets, news releases, speech material, exhibits, 
ete. 

* * * . * = . 


Another phase of the Niagara project that was simplified and, at the same 
time, strengthened through the coordination of the five companies’ activities was 
that of employee information—and, as an offshoot, the formation of a speakers’ 
bureau. The New York companies have approximately 50,000 employees, a 
potent weapon to gain public approval for the Niagara project within the State. 
The problem was to reach all of these employees in a hurry with an interpreta- 
tion of the project in terms of their own interests, and to arm them with basic 
facts which could be passed along to their friends and neighbors and the com- 
panies’ customers. Some of the companies already had well-established employee- 
education programs. Others did not. 

. “ * 7 * oe a 


Once the machinery had been set in motion to inform employees so that they 
could spread the word on an individual basis, the next step was to equip speakers 
with presentations which could be made before the various organized groups in 
their service areas. Again some of the companies had well-established speakers’ 
bureaus which were already in demand by luncheon clubs and other groups. On 
the other hand, some of the companies had to start almost from scratch to select 
and train competent speakers. In either case, a series of standardized presenta- 
tions was prepared which could be adapted to the personality of the speaker and 
to the local conditions encountered. 

« * * + * * * 


Another advantage in this joint approach to the problem has been that the 
smalier companies in the group have been able to participate in a program which 
might have been economically impossible on an individual basis. 

+” * * * + * + 


Nearly a million pieces of Niagara literature have been distributed to opinion- 
forming groups throughout the Nation. These have included the memberships 
of virtually every major trade association, as well as the American Medical 
Association, various labor organizations, legislators, editors, educators, ete. 
Many of these groups in turn have asked for additional material to send to 
mailing lists of their own. Several of you, I know, have distributed Niagara 
literature to your employees, stockholders, and other opinion-forming groups, 
and you will be interested to know that a new set of Niagara literature will be 
available shortly after the first of the year. 

Traveling exhibits on the Niagara project will have been seen by nearly 5 
million people by the end of the year. The exhibit has appeared at such gather- 
ings as the General Federation of Women’s Clubs annual convention at Minne- 
apolis, State fairs in Iowa, Wisconsin, Texas, New Jersey, and Massachusetts, 
and was on display for 6 weeks in Grand Central Station, New York. It was also 
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shown to an intensely interested audience at the recent annual AGA convention 
in Atlantic City. 

Speakers have discussed the project with over 50,000 key residents of New York 
State and with most of the electric industry groups throughout the Nation during 
the past year. No doubt each of you has heard the story at least once at one 
of your EEI, PIP, or ECAP meetings. Whenever the opportunity presented, the 
story was also told to interested groups outside of the industry, and particularly 
to those in the gas utility field. 

The project has been prominently featured in national ECAP advertising. 
The first ad entitled “Do You Want To Pay for a Government Honeymoon at 
Niagara Falls?” has been widely reprinted by utilities everywhere, and sey- 
eral of you have used it in your employee publications and annual reports. 

The development of the Niagara by private enterprise has also been the sub- 
ject of numerous editorials and news articles in such publications as Colliers, 
Business Week, Pathfinder, Fortune, etc. 

By midsummer nearly a thousand resolutions and editorials favoring private 
development had come in from 46 of the 48 States, Nebraska and Tennessee 
being the only two missing. 
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Fortunately, most of you do not have a Niagara in your backyard. Almost 
without exception, however, you do have threats, either immediate or long 
range, which may become just as severe. Perhaps the cross you bear is labeled 
SPA, BPA, or SEPA. Perhaps your threat will come over transmission lines 
still on blueprints, from generators not yet installed. Whatever the threat, it 
is not likely to disappear until the residents of your service area and of the 
Nation become thoroughly convinced that it is in their best interests to 
curtail further Government encroachment and look to you as the sole supplier 
of dependable low-cost electric service. This, we believe, can best be accom- 
plished by adding to the already effective local and national activities, a series 
of regional public-relations programs, patterned along the lines of the Niagara 
project. 

& ” * a + * + 

Without the power pool, the electric industry could never have gone through 
World War II without widespread curtailment. We believe the public-rela- 
tions pool can be just as helpful in guiding the industry out of the web of social- 
ism that has been spun around it in the past 20 years. 


ELECTRIC COMPANY OWNERSHIP OF POWER FACILITIES IN CONNECTION WITH FEDERAL 
PROJECTS 


Outline of talk by Kinsey Robinson 


We are all agreed that the entrance of the Federal Government in the business 
fields occupied by its citizens has a major adverse effect upon the welfare of the 
Nation. For example, Government in business never conducts its operations on 
the same terms as it requires of its citizens. Freedom from taxation and other 
special privileges make the Government an invincible and destructive competitor 
of any business that must stand on its own feet and pay its way in full. 

When Government enters business the tax burdens of the people are greatly 
increased because the taxpayers must shoulder the taxes that are dodged by 
the Federal enterprise, furnish the capital for expansion and pay the annual 
operating losses which always accompany inefficient Federal operation. 

Most important of all, each invasion by the Government into business moves 
the Nation closer to complete socialization. 

* « + e * = % 

It is obvious that great savings would result to the taxpayers if the Gov- 
ernment would denationalize its business enterprises. 

Leaders of thought are beginning to talk about this idea. 

At our meeting last year Edgar Dixon gave a most interesting paper in which, 
among other things, he discussed the possibility of the electric companies acquir- 
ing the generating facilities and transmission lines of the Federal Government. 
We also saw some very interesting charts on the subject. 

On September 16 of this year Charlie Wilson made a speech that was widely 
quoted throughout the country. In it he suggested that the Government’s 
investment in “our national dams and generating equipment and distribution 
facilities” be sold to the people. Mr. Wilson’s suggestion was received with 
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surprising favor. For example, Gov. Len Jordan of Idaho made a recent 
talk in Detroit in which he pointed out the grave danger to our society through 
the invasion of the Federal Government into the electric utility business and 
highly commended Mr. Wilson’s suggestion. 

Ford Northrup, veteran electrical chief of the Eugene, Oreg., water and 
power board, which is a municipal enterprise, suggested a Northwest power 
commission composed of local people to take the Government out of the power 
business in that area and operate it for the benefit of all concerned. 

I have also here in my hand a booklet published in 1952 by the Chamber of 
Commerce of the United States. It is entitled ‘Re Privatizing Public Enter- 
prise.” It outlines ways and means complete with examples of how this can be 
accomplished. Very evidently denationalization is a very practical and rela- 
tively simple operation in this country. However, I do not believe that the 
chamber of commerce means to imply that it will be easy to denationalize any 
business activity of the Federal Government, but to point out that it can be done 
along familiar and well-tried business lines. 

~ ~ me - » = s 


5. A specific plan cut to fit the circumstances is devised for each situation. 

Now, of course, if a program such as this is to succeed in a free country, every 
industry must do its full share toward carrying out the denationalization pro- 
gram in its own field. Therefore, we should consider what the electric utility 
industry could do toward taking the Government out of business in competition 
with the electric companies. 

* os = * * * m 

From the total of $2,760 million of REA appropriations I have deducted the 
approximately $260 million which will have been repaid by the co-ops through 
their loan agreements up to June 30, 1953. The rest could be recovered. 

The next item in the list totals $3,460 million. It represents the Federal 
investment in powerhouses, electric equipment, and transmission lines through- 
out the country. Much of this property is new. I believe that the taxpayers 
could recover from this property at least its original cost less depreciation, which 
would be about $3,200 million. 
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In a large number of instances including some of the super co-ops and their 
satellites as well as the ordinary run of distribution co-ops, local electric com- 
panies could pay off the balance of the loan owed to the Federal Government and 
incorporate the co-ops in their own systems. The co-op customers would get 
better service at lower rates and the property would be returned to the tax rolls 
at the local, State, and Federal levels. This would probably be done right now 
in many instances if it were not for the provisions in the loan grants which 
permit RBA to block sales like this. 

cf * * * * « * 


The dam and reservoir would remain in the hands of the Federal Government. 
They would be operated by the Government for flood control, irrigation, naviga- 
tion, sanitation, or wildlife, as the case might be, and would also deliver water to 
the powerhouse for the generation of electricity. 

The powerhouse, transmission lines, and steam plants would be sold to private 
enterprise, or municipalities or power districts, under Federal power licenses 
wherever practical. The owners would pay the Federal Government for the use 
of the falling water at the dams. 

2 & * + = « s 


There are other situations somewhat similar to the Pacific Northwest, no- 
tably Hoover Dam which might well remain in its present situation because of 
the very excellent arrangement that is now in force in connection with it. 

This leaves TVA as the one Federal property that has succeeded in destroying 
completely every vestige of private ownership in the electric business within 
the area it serves. There are no utilities in the TVA area to denationalize 
the powerplants, transmission lines, and steam plants of TVA. The cities in the 
TVA area undoubtedly could do this if they would, but they are so completely 
subservient to their master that I doubt if they will do anything about the 
situation, at least within the foreseeable future. It is also conceivable that 
the utilities adjoining the TVA might get together and do the job. But again 
I think this doubtful. There is a third and very practical way to handle the 
matter and that is to set up a company to take over the property that is to pass 
to private ownership, leaving the dams and the reservoirs to be owned and 
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operated by the Federal Government for flood control and navigation and the 
other do-good purposes to which TVA gives at least lipservice. The stocks and 
ponds of this company could then be sold to investors, who thereafter would 
operate the electric property. I have shown the amounts of money involved 
on the chart. Some assumptions were necessary, of course, to bring the figures 
up to June 1953, but I think the data to be quite close to the actual facts. The 
resulting starting plant account of the new electric company of over $1 billion 
would not be prohibitive for a utility covering such an area and serving 4 or 5 
million people. 


Item 4 
A REAPPRAISAL OF THE FUTURE 


C. N. Phillips, December 3, 1952 


This is an election year. The people want a change. The party in power is 
being turned out and a new national management is about to take hold. This 
is an excellent time to reappraise the future prospects of the industries in which 
our interest centers. So today I propose to take a look with you at some of 
the latest opinion concerning the long range situation which confronts us. 

> - * * * * 7 

When General Eisenhower was inducted as President of Columbia University 
he had this to say: 

“* * * Government ownership or control of property is not to be decried 
principally because of the historic inefliciency of Government management of 
productive enterprises; its real threat rests in the fact that, if carried to the 
logical extreme, the final concentration of ownership in the hands of Government 
gives to it, in all practical effects, absolute power over our lives.” 

The general could not have better described the end result of what is hap- 
pening in this country in respect to our industry. 

Let me show you an overall picture of one of the many Federal messes 
involving the Government ownership and management of productive enterprises. 

This is an organization chart of Federal power with its many parts—its 
divided and often conflicting authority, and its vast number of subsidiaries and 
dependents. 

No holding company ever had as involved an empire as this. As for size and 
completeness of authority, Federal power outdoes anything else in the power 
business in this country, past or present. 

The mess is much worse than bad organization and monopoly. At the present 
time there is no definite or consistent Federal policy governing the program 
of development of our water resources which the Federal Government has 
underway. 

* * * ° * . a 

I have here in my hand a “financial report to the Nation’s stockholders” 
called 50 years of reclamation. It is handsome, persuasive—a fine example of 
propaganda. I am sure that it would never have been published if the Bureau 
of Reclamation had not felt an imperative need for reinforcing its position. 

I, for one, was amazed by how little they had recovered or expected to recover 
from the great sums which they have spent. 

Nothing is said about interest on the appropriations made by the Congress. 
The accumulation must total at least $800 million. 

Of course, nothing is said about lost taxes on the Bureau’s power business. 

This report is well worth your close study. It could be an important docnu- 
ment in relation to any national power and water policy which might be developed 
in the near future. 


- ‘ * * * * a 
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ITEM 5 
ATOMIC ENERGY MAy BECOME A FEDERAL MONOPOLY 
(Talk by H. B. Sargent, December 1, 1952) 


Now it is not my intention to discuss the problems of nuclear energy, nor 
the possibility of electric power from it in the future. At present atomic energy 
is completely a Federal monopoly. It seems likely that in due time, and after 
the many technical and economic problems that now stand in the way are solved, 
electricity can be generated on a commercial basis using the heat from a nuclear 
reactor. The practical question of prime concern to us is whether or not the 
future production of electric power and energy from this source is to remain a 
Government monopoly and become a part of Federal power. 

Other industries are likewise interested in this same problem, for if the Federa) 
Government keeps a tight monopoly on all of the many phases of the atomic 
age, then the nationalization of industry will be greatly advanced in this country, 
and the full benefits of the new discoveries will be withheld from the Nation. 
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If we fail in this, the application of nuclear energy to the generation of elec- 
tric power will remain in the hands of the Federal Government and probably 
will eventually land in the hands of Federal power. If we should allow this 
to happen by default we will discover that another long step has been taken 
toward the socialization of our industry. 





MINORITY REPORT 


INTRODUCTION 


The majority report, like the hearings it purports to cover, is at 
best utterly useless. At worst it is a bold attack on one of the very 
principles on which our Nation was founded—the right to disagree. 

Not content to issue outrageous pamphlets of political bias osten- 
sibly based on its earlier hearings, the notorious Chudoff subcommit- 
tee in the last 2 weks of the 84th Congress put on one more side- 
show before adjournment. On that occasion the subcommittee at- 
tempted to fabricate the case that a booklet, The Federal Power Pro- 
gram—Its Background, Growth, and Consequences, was evidence of 
conspiracy on the part of the private utilities to influence the Depart- 
ment of the Interior. 

Since that unfair effort failed, the subcommittee has now attempted 
to show that the booklet was factually inaccurate. This attempt 
to save face is mirrored in the so-called report (p. 1) and is prefaced 
by the statement: 

The committee wishes to make it perfectly clear that it does not question the 
right of any person or group of persons to present views or information on any 
matter to any branch or agency of government or to the public * * * 

While we do not suggest that the majority report was written by 
lobbyists for public power, the words used by Alex Radin, general 
manager, American Public Power Association, have a curious parallel 
in the majority report (report, p. 1): 

The committee believes, however, that in so presenting views and information, 
the leaders of the public-utility industry, which is affected with a public interest 


and whose operations are subject to public regulation, have a responsibility to 
present facts accurately and without distortion * * * 


Mr. Radin had testified (hearings, p. 268) : 


However, responsible persons or groups which present their views to Govern- 
ment agencies have a clear moral obligation to be as factual as possible, and 
not to distort facts or make unwarranted implications. 


The majority then has the effrontery to state (report, p. 1): 


* * * Wherein these standards are not met, we believe that their efforts are 
properly the subject of official scrutiny. 

Here then is the whole lame and never-substantiated excuse for con- 
ducting the hearings. The Committee on Government Operations, 
whose responsibilities have to do with economy and efficiency in gov- 
ernment, would now extend its jurisdiction to serve as the moral 
conscience of the utility industry. 

Zealous as the majority is in piously pronouncing rules of conduct 
for others, its actions reflect a fine disregard for its own code. Thus, 
while resenting the association of the word “socialism” with its ad- 
vocacy of public power because the word “can be used to symbolize un- 
Americanism” (report, p. 28), it has no qualms about the un-American 


connotations of “brainwash” (report, p. 4) when it chooses to accuse 
the private power companies. 
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This canting hypocrisy of the majority is matched by its deceit in 
claiming that the booklet “* * * had no references whatever to an 
author, editor, publisher, or date of publication” and that there 
“* * * was only the vague recital of its sponsorship by certain un- 
named private power companies serving the Rocky Mountain area” 
(report, p. 2), while in almost the next breath naming the five com- 
panies involved and stating the name “Rocky Mountain Group” is the 
one generally given [italics supplied] to this loose and informal organ- 
ization by its constituent companies” a orke pp. 7 and 8). 

How a name “generally given” to a known organization can be 
construed as concealing identity “in the safety of anonymous num- 
bers” (report, p. 1) is beyond our comprehension. This preoccupa- 
tion with the word “anonymous” is characteristic of this subcom- 
mittee and is reminiscent of its 13th Intermediate Report during the 
84th Congress when it sought to discredit a document b depegteayule 
no less than 23 times—referring to it as anonymous although it was 
fully identified at the hearings. This use of scare words is a favo- 
rite device of the majority when it must refrain from dealing with 
the essential substance of the evidence in order to serve its purposes.* 

The “official scrutiny” to which the majority chose to subject the 
companies concerned took the form of adducing biased testimony on 
the part of paid propagandists for public power while not permitting 
private enterprise an opportunity to vindicate its presentation. 

It was entirely evident to all that in its search for “facts” about a 
so-called organized effort of certain private power companies to in- 
fluence the Interior Department’s policy, the majority already had 
enough of the kind of “facts” to suit its purpose. One can only con- 
clude that it was not looking for the truth because the objective truth 
would give the lie to its particular brand of “facts” and that it did not 
seek testimony from both sides of this very controversial and highly 
technical question because that did not suit its obviously political 


purposes. 





1 The minority notes the same brand of trickery in the attempt to associate the name of 
a Republican Congressman with a supposedly ‘‘anonymous” reprint of his own presenta- 
tion before the Appropriations Committee (report, pp. 6 and 7). The material and its 
authorship were a matter of public record and the sponsorship of the reprint readily 
ascertainable. The injection of the matter into the present report is completely gratuitous 
since it was not covered in the hearings upon which the report is supposed to be based. 

At hearings in 1955, where this reprint was the subject of testimony, the chairman, for 

olitical motives or otherwise, grossly overstated the number of copies printed and the cost 
nvolved. Instead of the “many hundreds of thousands” that he claimed were printed 
and distributed over the Southwest at a cost of “many thousands of dollars” (hearings: 
Effect of Administrative Acts and Policies of Department of Interior and Rural Electrifi- 
cation Administration on Rural Electric Cooperatives, Public Bodies, and Municipal Elec- 
tries, p. 133), the facts as frankly and fully disclosed at the hearings (ibid., p. 226) were 
that a total of 2,270 copies had been printed at a total cost of $695.98, which included 
$45.98 for air freight and postage. 

Having pretended to establish some sort of case against the investor-owned utilities in 
this connection, the subcommittee now attempts to impute some sort of guilt by association 
to Congressman Ben Jensen, of Iowa. This unscrupulous attempt to manipulate nothing 
into a political smear is a continuing one on the part of the chairman of the subcommittee. 
Apparently encouraged by the success of the political propaganda he put out with appro- 
priated funds during the last Congress, he is now continuing his tactics. 

A statement made by the subcommittee chairman during previous hearings now takes on 
added significance. On that occasion he stated: “Certainly, if I had in the back of my 
mind any harm to Mr. Kruse, I would bave asked him to put his hand on the Bible. * * *” 

Certain Activities Regarding Power, Department of the Interior (Changes in Power Line 
egulations) p. ad 
e significance of this statement becomes apparent when one realizes that through that 
entire series of power hearings, only one witness was sworn. That witness was sworn 
in connection with this same supposedly “anonymous” reprint of Congressman Jensen’s 
statement. If, as is suggested by the chairman’s statement, he intended to hurt someone 
by swearing the witness, it now seems manifest who was and is the target—a fellow 
Congressman. Such discourtesy to a fellow Member of the House and misuse of the tax- 
payers’ funds for partisan politics cannot be censured in stern enough terms. 
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The one fact that is clearly disclosed is that the chairman had 
already made up his mind before the hearings. These hearings held 
at great public expense and inconvenience to the witnesses were a waste 
of time, money, and effort.. 

That the majority’s fragile case collapsed when exposed to the light 
of day does not alter the fact that the hearings kept responsible 
Congressmen from more oe business in the _—- days of Con- 
gress when time was of the essence; at a time when no hearings could 
possibly contribute to the legislative process and could only have been 
staged in order to provide a sounding board for partisan interests. 


CONCLUSIONS 


1. This majority report is nothing more than a poorly contrived 
effort to make a case for more federally sponsored power facilities at 
the expense of the investor-owned utilities. 

2. The five Rocky Mountain electric companies did nothing more 
than exercise their constitutionally protected right, to speak freely. 
There is not the slightest reason for Congress to investigate the con- 
tent of promotional material put out by an organization or group in 
its efforts to get its views before Government leaders, as long as they 
violate no existing postal regulations or lobbying laws. The matter 
of free speech, free press, and the right to petition is definitely in- 
volved. 

3. The booklet and speech claimed by the majority to have influ- 
enced the Federal power policy of the Secretary of the Interior did 
nothing of the kind. The ideas set forth in the booklet and speech 
were long-established views of the private power industry. The 
Assistant Secretary of the Interior stated, ondee oath, that they did 
not influence him; that the policy was developed without outside help. 

4. Neither Electric Bond & Share Co. nor Ebasco Services, Inc., 
owns any stock in any United States electric utility company ; cannot, 
therefore, control any such utility. There is enough governmental 
regulation of the activities of such companies as Electric Bond & Share, 
and Ebasco Services, Inc., without any additional congressional in- 
vestigations. These companies operate in a “goldfish bowl” of public 
scrutiny, with existing Federal agencies ready to crack down if they 
deviate from the law. 

5. The Securities and Exchange Commission, the Federal Power 
Commission and State regulatory bodies are fully capable of policing 
the electric utility industry. 

6. There must be an end to the continual use of private industry as 
a whipping boy by this subcommittee, of which this irresponsible 
attack on Ebasco Services, Inc., is another example. Ebasco has vio- 
lated no law. On the contrary, it is operating a legitimate business in 
open competition with several dozen similar companies, endeavoring 
to make a legitimate profit by serving its clients in lawful ways, and 
at their request and direction. This committee has no right to be- 
smirch Ebasco’s reputation for so doing, simply because Ebasco’s 
clients believe that investor-owned utilities can best serve the Nation’s 
power needs. 

7. Privately owned electric utilities have made an outstanding rec- 
ord of providing power for our industries and homes and are lookin 
toward the future with impressive plans for increased power as needed. 
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They should not be subjected to continuous smears and harassments. 
This is not a partisan matter, which even the majority grudgingly 
admits. 

8. The entire conduct of these investigations and hearings is a new 
low in prejudice, bias, and misuse of the congressional subpena, includ- 
ing the flagrant violation of privileged correspondence and intraoffice 
communications. 

9. The minority was not kept informed of the results of the investi- 
gations, the witnesses to be called, nor given the opportunity to call 
its own witnesses. 

10. No useful purposes were served by this investigation, since most 
of the information could have been developed simply and quickly at 
the start by merely asking the Department of the Interior officials if 
they had been influenced by the booklet and speech. ‘The answer being 
in the negative, there would have been no further need for the hearings. 

11. The crux of the matter—the roles private and public power 
utilities should play in the general power picture—will never be deter- 
mined by wasteful and useless performances such as this. Rather, the 
partnership plan as designed by the President and approved by the 
voters should be the nonpartisan aim of all. 


SUBCOMMITTEE TACTICS 


As usual, the majority deliberately neglected to inform the minority 
as to the nature of the case the majority would attempt to bring against 
the utilities. The minority was not informed that an investigation was 
in progress; it was not informed until just before the hearings com- 
menced that hearings were to be held. 

As has become the custom with this subcommittee, a conviction was 
pronounced before the “trial.” With no concern for what the testi- 
mony might reveal or what facts might be proven or disproven, the 
chairman capriciously pronounced his judgment in advance. He did 
so in his press release of June 11 announcing these hearings when he 
said that— 

* * * » definitely organized effort by the Arizona Public Service Co., the Idaho 
Power Co., the Montana Power Co., the Utah Power & Light Co., the Public 
Service Company of Colorado, and the Ebasco Services, Inc., to influence the 
Secretary of the Interior has been uncovered [italics supplied]. * * *” 

As well as on the floor of the House of Representatives, when on 
Thursday, the 12th of July, he said: 

* * * On Monday we are going to give the private power companies of the 
Rocky Mountain States a chance to tell everything to the subcommittee, to tell 
us how they tried to influence and have influenced the Interior Department to 
wipe out the previous public power policy of the Government of the United 
States; and we are going to show by competent evidence and testimony that 
they did just that. 

This policy of prejudgment, while in the tradition established by 
the subcommittee majority, is contrary to everything that the rest of 
us have learned about the principles of justice and fair play. Until 
we observed the majority in action in previous hearings in this series 
(hearings which were “resumed” at this time according to the chair- 
man) some of us were naive enough to believe that a man—or even 
a power company—would be presumed to be innocent until proven 
guilty. It seems that we were wrong. 
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The judgment of guilt was pronounced in advance and the majority 
and its staff then attempted to shore up its wall of prejudice in its con- 
tinuing attempt to promote socialization as a national policy. 

The minority has yet to elicit from the chairman any written author- 
ity for this investigation, any ground rule or boundaries within which 
this investigation was to operate. When he was asked the source of the 
subcommittee’s blanket jurisdiction, he claimed that the jurisdiction of 
the subcommittee came from its own second power report (hearings, 
p. 173). When it was suggested to him that this was in effect acting 
on his own recommendation, he stated that the subcommittee got its 
authority from the rules of the Committee on Government Operations. 
When asked to cite the rule applicable in this case, he finally stated 
that he was told orally by the chairman of the Committee on Govern- 
ment Operations to look into certain matters. 

Such irregularity and downright dictatorial misuse of the subpena 
power by a congressional committee, including the invasion of privi- 
leged intraoflice correspondence, deserves investigation more than the 
trumped up “conspiracy” which this subcommittee claims to have 
uncovered. 

This interference with the investor-owned utilities in the expression 
of their views seems violative, in principle, of the rights of free speech, 
free press, and free petition. 

The chairman did not advise or consult with the minority members 
of the committee concerning the witnesses to be called, the results of 
the investigatory trips around the country or any details of what he 
was attempting to prove. Aside from the limited right to examine 
witnesses selected by the majority, the minority members were subject 
to studied neglect. Repeated efforts by members of the minority to 
limit the questioning of witnesses to the chairman’s belatedly an- 
nounced purpose of the hearings were arbitrarily overruled. 

When the minority members questioned the right of the subcom- 
mittee to pry into the private political and economic beliefs of citi- 
zens, the chairman adjourned the hearings for the day in a fit of pique. 
He then accused minority members of the subcommittee, in a press 
release on July 19, of “sabotaging” his power hearings. This cry of 
anguish was obviously a desperate attempt to cover up his failure to 
contrive a case against the power companies. 

He then continued that he was— 

convinced * * * more than ever that there was an effort on the part of the 
Rocky Mountain companies in conjunction with Ebasco Services, Ine. to wreck 
the Federal power policy of the United States. 
He thus gave further evidence of prejudgment. With no concern for 
what facts might be revealed by the testimony, the chairman an- 
nounced his judgment of guilt before hearing the evidence and then 
chafed at proposed restraints of justice and fair play. 


NARRATIVE STATEMENT 


Majority approach biased and unfair 
An example of the vagueness which governed these hearings was 
the statement of its purpose as an investigation of— 


an organized effort by a group of Rocky Mountain power companies and Bbasco 
Services, Inc., a subsidiary of Electric Bond & Share Co., to influence the Secre- 
tary of Interior and Federal power policy. 
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It will be noted at the outset that the question raised by the majority 
is not whether the Department of the Interior or any Government 
agency or Official had been influenced in its power policy by some 
individuals or groups, whether representing private or public power 
or neither of them. Instead, this subcommittee chose to limit the 
hearings merely to private power companies and their alleged 
influence. 

Would not any responsible seeker after the truth also include other 
shades of power interests? Could there possibly be some other group 
besides these Rocky Mountain private, investor-owned electric com- 
panies which might be trying to influence the Department of Interior’s 
power policy? Not so far as the majority of the subcommittee is 
concerned. Their eyes are blind to sources of influence except the 
investor-owned electric companies. Apparently, in the opinion of 
the chairman and his staff, the advocates of public power are saints; 
and only the advocates of private power are sinners. 

Not until page 314 of the hearings, after eight laborious and expen- 
sive days, is the Assistant Secretary of the Interior, Fred G. Aandahl, 
actually given an opportunity to speak on the Department’s power 
policy statement dated August 18, 1953. 

In explaining the origin and development of the Interior Depart- 
ment’s power policy statement, Mr. Aandahl stated to the subcom- 
mittee (hearings, p. 314) : 

* * * This document is for all practical purposes exclusively the thought and 


the draftsmanship of the Secretary, the Under Secretary, the three Assistant 
Secretaries, and the Solicitor of the Department of the Interior. 


* * * » * . s 

* * * T never discussed the draft of the policy with anyone but full-fledged 
Government officials ; and I never discussed it with anyone in the Department of 
the Interior other than the secretarial group that I have just named. And soI 
say for all practical purposes, this power policy statement is the thinking and 
the draftsmanship of the secretariat in the Department of the Interior. 

Thus the Assistant Secretary of the Interior stated, under oath, 
that no outside influence had anything to do with his Department’s 
power policy. Couldn’t that have been easily ascertained at the start 
of the hearings if not indeed in the investigation which preceded the 
hearing ? 

The phantasm of sinister influence thus goes up in smoke, a 
shadowy figment of the imagination of those who would make some- 
thing of nothing. 

Suppose we look at the alleged means of “influence” which already 
had been proved ineffectual. First, the subcommittee investigators 
came across a booklet produced in early 1953 by the five Rocky Moun- 
tain companies. Entitled “The Federal Power Program,” this was 
admittedly an informational booklet compiled by the 5 companies 
to be presented by 1 of their presidents to the new Secretary of the 
Interior, whoever he would be. It explained certain details of the 
development of public power versus private power over the past 
years, with the thought that the viewpoint of the private power com- 
panies should be made available to the new Secretary. 

Had these eager investigators been entirely conscientious, or had 
they been so directed by the chairman of the subcommittee, they might 
also have secured examples of the vast amounts of material released 
by proponents of public power, material that to our knowledge has 
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been presented to Members of Congress repeatedly and, we can assume, 
to officials of the executive branch of the Government as well. 

What the counsel for the subcommittee attempted to do with The 
Federal Power Program booklet he might also have done with any of 
the propublic power publications which had the same purpose, if the 
majority’s aim had been fair and objective public service. However, 
his one-sided attack on the integrity of Ebasco Services, the ree | 
which produced the research for the booklet, left no doubt at to which 
master the subcommittee majority serves. As witnesses, the majority 
even called in two public power advocates, both registered lobbyists for 
public power interests, to try to disprove the facts set forth in the 
booklet.? 

No opportunity was given Ebasco’s researchers to reply to such an 
attack. The chief researcher for Ebasco, C. M. Phillips, the man re- 
sponsible for the statistics under attack, was put on the witness stand. 
Here was the man who had with him all the background material for 
the facts in the booklet. But, curiously, the majority and its staff 
saw fit not to ask him a single question about them. Only by letters, 
after the lobbyists for public power interests had tried to tear down 
the facts, did Ebasco get a chance to reply in justification of its pro- 
fessional reputation. 

The other example of purported “influence” is an excerpt of a 
speech delivered by the executive vice president of Arizona Public 
Service Co.. Mr. John T. Kimball, in 1953. It was delivered at an 
annual meeting of presidents of companies for which Ebasco Services, 
Inc., performs engineering, research, construction, and business-con- 
sultation work. 

These annual presidents’ meetings have been a part of Ebasco’s 
group service for many years. There are numerous large service or- 
ganizations which do the same thing for their clients. That is, they 
have an annual get-together where current problems are discussed. 
Such meetings are very informative and many good ideas are gen- 
erated for the general improvement of the various organizations’ 
services. The Associated Press, for instance, has an annual managing 
editors’ meeting, attended by managing editors of newspapers carry- 
ing AP service. 

Charges of Ebasco influence wholiy unsupported 

The subcommittee majority would try to draw a diabolical picture 
of these similar Ebasco presidents’ meetings, inferring that through 
them, Ebasco controls the companies represented. And, it is claimed, 
through Ebasco, Electric Bond & Share Co., its parent, continues to 
exert a monopolistic influence over its former subsidiaries. Nothing 
could be more unrealistic and further from the truth. 

It is of public record, and Electric Bond & Share and Ebasco officials 
have repeatedly testified under oath, that neither company owns a 
single share of stock in any electric utility company in the United 
States. Under the Holding Company Act of 1935, Electric Bond & 
Share divested itself of all its electric-utility holdings in the United 


2An interesting commentary on the conceit and the inconsistency of the public power 
advocates is provided by their apparent belief that Government agencies have been misled 
by “* * * inaccurate and distorted representations” (hearings, p- 268), which the public 
power advocates in their discernment have realized were “* * laring and obvious in- 
accuracies” (hearings, p. 269). This modestly tacit admission of perspicacity comes in 


the face of their own testimony which demonstrated lack of knowledge of some of the very 
matters involved. 
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States. Its subsidiary, Ebasco, is an engineering organization. Ad- 
mittedly it serves in a consultative capacity some of the former sub- 
sidiaries of Electric Bond & Share but two-thirds of its clients are 
in nonutility fields. 

On the other hand, many former subsidiaries of Electric Bond & 
Share do not call upon Ebasco for any services whatsoever, engineer- 
ing, construction or research. They choose to have these services per- 
formed through their own organizations or to engage other service 
companies similar to Ebasco. 

As purely a professional service organization, Ebasco has no policy- 
making functions for any of its clients. It does not control anything. 

Neither does Electric Bond & Share Co. control any electric utility 
in the United States since it owns no stock in any United States com- 
pany in the electric utility field. 

For the presidents’ meeting of December 1952, Ebasco’s research 
department worked up an agenda, as usual, and, at the specific request 
of its clients, prepared speech materials along the lines desired by 
them—a service for which it received its customary fees. 

One of the speeches delivered at that meeting was by Mr. Kimball. 
It was entitled, “A Proposal for a National Power Policy.” An ex- 
cerpt of this talk was included in the booklet, The Federal Power 
Program, which was given personally to the Secretary of the Interior, 
the Under Secretary, and other officials of that agency. There was no 
secrecy, subterfuge, or myster involyved—despite majority claims to the 
contrary. 





FACTS DISPROVE UTILITY COMPANIES’ INFLUENCE ON INTERIOR 


It was repeatedly stated in these hearings, by the majority and 
minority alike, that there was nothing irregular in these private power 
officials striving to present their viewpoint to the policymaking 
officials in the Interior Department, just as the public power pro- 
ponents are doing and for many years past have been doing, on behalf 
of their viewpoint. 

Admittedly, the booklet and the excerpt of the speech were physi- 
cally given to these Interior officials. That was the purpose for 
printing them. Their origin was obvious and aboveboard. 

But the proof of the pudding is in the eating. Did they influence 
these officials in the exercise of their duty regarding power policy? 
As has already been shown, the only answer is an unqualified and 
emphatic “No.” 

Let the record speak for itself. Here is what the Assistant Secre- 
tary of Interior had to say (hearings, p. 324) : 

Mr. JonAs. Were the Kimball suggestions in his speech brandnew or do they 
not follow the line that the private utilities have announced for years? 

Mr. AANDAHL. As I glanced through them at the time, I am sure I was of the 
opinion, and I am again of the opinion as I look at them now, that they repre- 
sent the general point of view that the utilities have had all through the years. 

Mr. Jonas. Would you say in retrospect, Governor, as you sit here now, and 
will you tell the subcommittee, whether the contents of this red booklet or the 
Kimball speech had the effect of controlling or influencing any decision that the 
Department of the Interior has ever made since they were received? 


Mr. AANDAHBL. It had no effect upon my thinking at all that I can remember 
or identify. 


Mr. Jonas. If any actions the Department took subsequently thereto seemed 
to have any relationship whatsoever to any of the points by Kimball, would you 


pl 
di 


ar 


EFFORTS TO INFLUENCE SECRETARY OF THE INTERIOR 79 


say that was accidental or caused by reason of the Kimball speech or otherwise? 
Mr. AANDAHL, It was in no way caused by anything that Kimball said or did. 
It would be entirely coincidental * * * 

As an example of one specific item of Interior Department power 
policy which Mr. Kimball’s speech is supposed to have “influenced”, 
the sale of falling water might be cited. Mr. Kimball said (hearings, 
p. 348) : 


Where power deelopment is a feasible part of a water resources development 
project, the power should be disposed of to existing generation, transmission, or 
distribution systems of the area: (1) by permitting them to build the power- 
house and install and operate the generating equipment at their own expense 
and pay the Federal Government for the falling water * * * 

Now, let’s examine this sly attempt by the subcommittee staff to 
make fact out of fiction (hearings, p. 310). 


Mr. LANIGAN. * * * You would concede then that the proposal to authorize 
the sale of falling water at Trinity does accord with the first one of the Kimball 
proposals. Is that correct? 


Mr. AANDAHL. I would say that the Kimball proposal is in accord with what the 
Department of the Interior recommended in this instance. [Italics supplied.] 

What utter nonsense to suggest, as the major ity does in its report, 
that this booklet was “designed to ‘brainwash’ ” (rept., p. 4), the new 
Department of Interior officials. The majority descends to insult 
ae vilification in suggesting that conscientious and intelligent public 
oflicials could be tricked or coerced into a view point totally ‘at variance 
with their own. The record made at the hearing unmistakably shows 
that neither the booklet, nor the speech, nor both together, caused any 
change of attitude within the Department regarding power policy. 
The majority must be fully aware of that fact. 

The majority knew it was in deep water in attempting to prove this 
point from the testimony developed by the hearings. It states (rept., 
p. 4): 

The effect of the booklet and of the Kimball talk on the formation of new 
power policy in the Department of the Interior could be shown directly, of course, 
only through actual admissions or actions by officials of the Department. 

This the majority failed to prove since the testimony at the hear- 
ings is completely to the contrary. “There is no doubt,” the majority 
continues (rept., p. 4), “however, that the information and importuni- 
ties represented by the booklet and the Kimball talk fell on sympa- 
thetic ears in the Department. * * *” That is precisely what it was 
hoped they would do. The majority report goes on to say: 

Suffice it to say, certain significant policy actions and declarations emanated 
from the Department in the months following presentation of the booklet in 
April of 1953 * * * 

These actions and declarations, the Assistant Secretary stated under 
oath, were entirely the expressions of officials of the Department, 
arrived at without outside help from anyone. 

Carrying its ridiculous theory to the extreme, the majority would 
have every action taken by any governmental department carefully 
scrutinized to see if it coincides with suggestions made by some outside 
interested party. Would investigation and surmise ever end ? 

The impression the majority report tries to give is that the Depart- 
ment of the Interior’s power policy, as given in ‘the statement discussed 
by the Assistant Secretary, slavishly follows the booklet’s S suggestions. 
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Yet in the majority report on page 37, there is an instance where the 
expressed policy of the Department admittedly is exac ‘tly opposite to 
the booklet’s views (rept., p. 37). 


Item 6 


The last page of the booklet offers the following advice: 

“The American people are watching to see whether the Federal Government will 
continue the power-expansion policies shown on the foregoing pages or discon- 
tinue those activities which private enterprise is ready, willing, and able to 
perform. 

“The future offers the opportunity to follow a program that will 

“First. Reduce the Federal debt. 

“Second. Eliminate enormous future Federal expenditures. 

“Third. Get the Federal Government out of commercial business as proposed 
by Charles E. Wilson and others.” 

The Department of the Interior has not, of course, set up any announced policy 
to encourage “denationalization” of Federal power facilities. This is not to 
say that the subject has not been carefully weighed. It is Assistant Secretary 
Aandahl’s view that it would be a “policy error” to attempt to do this. In his 
April 1953 address before the 41st annual meeting of the United States Chamber 
of Commerce, Mr. Aandahl gives this frank r itionale behind bis judgment that a 
denationalization program would be a policy error 

‘* * * And no matter what the facts might be about efficiency in distribution, 
and about American standards of private enterprise, if this administration, or 
any other administration, should turn that federally produced power over to big 
business, there would be an adverse reaction among the people. In order that 
our people may retain confidence in government, we should not do it. In order 
that our people may retain confidence in private enterprise, we should not do it, 
because the public will be just as critical of big business that is trying to gobble 
up this phase of Government activity as it will be critical of a Government that 
is willing to turn it over.” 


“ Subversion” of Interior by public power propon nts? 

Are we to believe that in taking a position against “denationaliza- 
tion” of Federal power, the Interior Department, to use the majority’s 
language, was “subverted” by the pro pone} nts of public powe r? 
Though this is of a piece with the major ity’s “logic” in its other con- 
clusions, the question is too absurd to deserve an answer. 

Following the same “logic,” perhaps there is another instance of 
“subversion” by public power groups and absence of “subversion” by 
private power groups in Interior’s power policy statement. In spe: ak- 


ing of multipurpose projects, Interior’s statement says (hearings, pp. 
416, 417): 


The Department will particularly emphasize those multipurpose projects with 
hydroelectric developments which, because of size or complexity, are beyond the 
means of local, public, or private enterprise. 

oe * * * = * a 

The Department of the Interior will operate the federally owned generating 
and transmission facilities under its control for the benefit of the general public, 
and particularly of domestic and rural customers, and the Department will give 
preference and priority to public bodies and cooperatives in disposing of electric 
energy generated at Federal plants. 

Where in this statement is to be found e vidence of Interior’s “sense 
of hostility to the feder al power program”? Where in this statement 
is there evidence of the deleterious and “subversive” effect on In- 
terior’s power policy of the booklet put out by the Rocky Mountain 
Power Companies? How can the majority invent such a suggestion 
or draw such a slanted conclusion from the facts developed at the 
hearings ? 

There is no such thing as an “Ebasco program,” since Ebasco, as has 
been repeatedly proved, only does work at the specific request of its 


EFFORTS TO INFLUENCE SECRETARY OF THE INTERIOR Sl 


clients. Undeniably, some of its clients have very strong feelings 
about the eicroachment of public, tax-free power on privately owned, 
free-enterprise power. Isn't it logical, then, for these clients to ask 
their service organization for statistics and engineering data to back 
up their views? So long as it receives its group service fees and other 
special fees for the work it does for its clients, should any consultation 


or research organization try to dictate its clients’ views? Not if the 
organization wants to stay 1n business. 


MAJORITY FIGURE ON RAPID AMORTIZATION MISLEADING 


It is clear throughout the majority report that the majority has 
based some of its conclusions on the undocumented testimony of biased 
witnesses. For example, a statement appears on page 28 of the ma- 
jority report that utilities will receive a “subsidy” of $4,276,811,302 as 
a result of the amortization provisions of the income-tax laws. This 
misleading figure, apparently the result of some wild guesswork and 
presented to the subcommittee by a witness representing a special- 
interest group that enjoys a tax-exemption status, was accepted by the 
majority without testing its accuracy. 

Had the majority consulted a study prepared by the staff of the 
Joint Committee on Internal Revenue Taxation and released in De- 
cember 1956, it would have realized the inaccuracies involved. The 
congressional study re ‘ferre d to is entitled “A Report on 5- Year Amor- 
tization of Emergency Defense Facilities Under Section 168 of the 
Internal Revenue Code of 1954.” It shows that the overall cost that 
could result from all certificates issued to all industry for defense pur- 
poses would amount to about $4,450 million. 

The staff of the jot committee found that electric utilities received 
only about 15 percent of the overall figure. Thus, the approximate 
cost for certificates granted to them would be a far cry from the over 
$4.25 billion figure cited in the majority report. 

The program of rapid amortization of defense facilities enacted bya 
Democratic administration is not a “subsidy” in tie strict sense. It 
merely permits the postponement of a tax during the defense period, 
as a means of encouraging the rapid buildup of defense capacity. 

After the rapid amortization period expires, the owner of the facil- 


y pays a larger tax since the facility has been completely written off 
a ho depreciation 1 s allowable. 


PARTNERSHIP PROGRAM BEST ANSWER 


The minority believes that no question of scuttling either private or 
public power programs is pertine nt to this investigation, whatever its 
vague subject may be. There is plenty of ev idence on both sides to 
assure the chairman that each has its place. However, there is subject 
matter for debate from here on out as to the prominence each should 
; . 


1ave in the Feleral power program. 


rmy_* 


his is, in essence, the heart of the matter. How far should Gov- 
ernment go ii epl: ‘ing or displacing the development and distribu- 
tion of f por er t private industry! The minority believes that the 
anneal administration’s partnership plan comes closest to serving all 
interests involved, including principally the people of the various 


areas. It gives wide latitude to the Department of the Interior in de- 
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termining where each power program, or both in partnership, can best 
serve the development of an area’s natural resources. It is working 
well. 


In his testimony at the hearings, touching on the partnership plan, 
Assistant Secretary Aandahl’s statement is enlightening (hearings, 
pp. 321-322) : 


Mr. LANIGAN. Then your interpretation of the statement that the Depart- 
ment does not assume it has exclusive right or responsibility for the construc- 
tion of dams or the generation, transmission, and sale of electric energy in any 
area and of the following sentence which I will read: 

“* * * In general, it will not oppose the construction of facilities which local 
interests, either public or private are willing and able to provide in accordance 
with licenses and other controls of the Federal Power Commission or other 
appropriate regulatory agencies and which are consonant with the best devel- 
opment of the natural resources of the area.” 

Is it your interpretation of this language that it states a policy favorable to 
the sale of falling water at a Federal dam? 

Mr. AANDAHL. I would say that paragraph in its entirety opens the door and 
places new emphasis on the partnership approach to the supplying of power in 
any area. It has found sizable expression in the Pacific Northwest. There are 
now, either under construction or very near the construction stage, non-Federal 
projects in the Columbia Basin having a proposed installed hydrogenerating 
capacity of nearly 4 million kilowatts. That is an area where just a few years 
ago the common cry we heard was a shortage of power and the necessity of the 
Federal Government going in and spending $300 million or more per year to sup- 
ply the needed power in the area. 

This paragraph has become an invitation to local interests to work with the 
Federal Government and do the most they can do to meet the power require- 
ments of the area. It has been most successful. And incidentally, under this 
partnership arrangement, we have all kinds of combinations that are taking 
place. You can go to one extreme, and you have the development of a Hells 
Canyon site entirely by a private utility. 

You go farther downstream, and you come to Priest Rapids, and there you 
have Grant County, a public-utility district—public power—in the State of 
Washington preparing to construct the project. The project will, I think, 
be under construction inside of a month or two. 

You go farther down to the John Day proposal which has never been ap- 
proved by Congress. The engineers are moving forward with it; but there you 
have a group of utilities in the area, mostly private, possibly a public unit or 
two, offering to supply most of the money that the Corps of Engineers needs to 
build this Federal project, to be repaid by the availability for their use of the 
power generated in the project. 

You come down to the Trinity project in California, and we have an arrange- 
ment there where the Federal Government needs to develop the project for ir- 
rigation purposes. We need to move the water from the Trinity River over 
into the Sacramento Valley for irrigation purposes. There is a power potential, 
and we have an opportunity here of probably working out a contract that will 
be of decided advantage to everyone involved, where the Federal Government 
does not need to make the $50 million investment in the power facilities. 


This approach certainly demonstrates cooperation at the local and 
national levels and is the exemplification of the spirit of free enter- 
prise, the backbone of our Nation, the symbol of the vigorous and 
healthy capitalistic system. The partnership plan is democracy at 
work. 

It is of extreme significance to note that President Eisenhower ex- 
pressed himself on the partnership policy of the Department of the 
Interior on February 2, 1953, more than 2 months before the so-called 
“influence” booklet and speech were even presented to the Department 
officials. The President said then (hearings, p. 416) : 


* * * The best natural resources program will not result from exclusive de- 
pendence on Federal bureaucracy. It will involve a partnership of the States 
and local communities, private citizens, and the Federal Government, all working 
together * * *, 
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Of interest also is the view of the Democratic Party standard bearer, 
Adlai E. Stevenson, in his first presidential campaign. In a speech 
in Seattle on September 8, 1952—a full 8 months before the supposed 


“influence” on officials of the Republican Administration—the leading 
Democrat said : 


* * * T believe with all my heart that the job of widely using the resources 


with which nature endowed the United States is very largely a job for private 
action. 


Our approach must be unified, on a wide front, by integrated plans, by coop- 
erative effort. This means better administrative arrangements within the 
Federal Government and intelligent and better coordinated action by States, by 
localities, and by private enterprise. 

Prior to that speech, Mr. Stevenson, certainly expressing the Demo- 
cratic Party philosophy, said (N.S. News & World Report, August 1, 
1952, p. 23) : 


I do not believe that government, whether Federal, State, or local, should 
take on any job which it is not absolutely required to do by the facts of the case. 

Does this support the charge of a sudden cabal in April of 1953, 
by these Rocky Mountain utilities and an engineering service organi- 
zation to “influence the Secretary of the Interior and the F ederal 
power policy?” Weren’t they simply expressing a view which was 
largely shared by leaders of both parties, by people who knew how 
they felt about the power policy of the Nation and had already said so? 

Furthermore, Mr. Dan Tracy, president, International Brotherhood 
of Electrical Workers, a labor union profoundly interested in public 
utility matters because of its heavy representation in that industry, 
said on September 12, 1952—8 months before this “influence” attempt : 

We oppose the present trend which is toward the development of publicly 
owned transmission and distribution systems constructed with taxpayers’ funds 


in direct and wasteful competition with the existing facilities of private 
companies. 


* * * the expansion of the public-power program represents a direct threat 
to the very existence of organized labor in this industry. 

Joseph A. Fisher, national president, Utility Workers Union of 
America, the other large larbor union in the public utility field, stated 
in a Reader’s Digest article of November 1950 (p. 138), 2 years and 

5 months before the alleged “influence” try : 


We look with alarm upon Government power projects that duplicate and are 
in direct competition with the light-and-power companies with which we hold 
contracts. Nationalization of the power industry is creeping up on us under 
the guise of flood control, navigation control, and the development of our natural 


resources. 

This is in essence what Mr. Kimball said in the speech which the 
majority report labels as preaching the scuttling of the Federal power 
program. 

Surely the majority does not infer that this same cabal “influenced” 
these men, too—influenced them by means of a booklet not even con- 
ceived, nor a speech not ever written. 


UNJUSTIFIED HARASSMENT OF PRIVATE POWER COMPANIES 


There is no justification for the continued harassment of private 
power companies, as represented in this case by the Rocky Mountain 
companies. This report is one of a continuing series of castigations by 
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this subcommittee, in order to perpetuate the fallacy that investor- 
owned electric utilities are evil things. 

Under the capable supervision of the Securities and Exe hange Com- 
mission, the Federal Power Commission, and State regulatory bodies 
the privately owned companies in the electric-utility “field represent 
more than $30 billion of shareholder money. Three million investors, 
scattered the length and breadth of our land, confidently entrust their 
savings, their risk capital, to these experienced companies. More than 
300,000 employees depend on the private electric-power companies for 
their livelihood. And more than 41 million homes look to them for 
cheap and efficient electric energy to power a growing number of 
electric appliances, besides furnishing heat, light, and transportation. 

No amount of majority reports by “this subcommittee, like this one, 
can contest the undeniable fact that the investor-owned electric util- 
ities have made an outstanding contribution to the growth of our 
country. Today they are supplying 76 percent of the generating 
capacity necessary to our economy; the Government power facilities 
supply 23 percent; while the cooperatives less than 1 percent. Not 
only that, the private c anand pay taxes directly to the Government. 

Much has been said in the hearings about the taxes paid by the 
private companies, that, in effect, the companies are only collection 
agencies for the Government, since the consumer rates take into con- 
sideration taxes paid by the utility. This is true inasense. Everyone, 
in the same sense, is a tax collector for the Government in that the 
eventual share of income paid to the Government must be derived 
from the price put on goods or services. [very industrial and com- 
mercial field, whether it be automobiles, wholesaling, retailing, or 
entertaining, bases its selling price on cost factors, among them taxes 
to be paid. This is simple accounting practice which certainly this 
subcommittee majority must know, even though it uses the old argu- 
ment that private utilities pass their huge taxes on to the consumer. 
Who doesn’t ? 

On the other hand, it is also simple accounting sense that shows 
just who pays taxes as far as the public-power facilities are concerned. 
They don’t pay taxes, being Government subsidized, and the con- 
sumers, therefore, don’t need to have the taxes pe issed on to them. 
That is the catch in public power. The taxpayers support them 
through subsidies; and worst of all, most of these taxpayers don’t 
even benefit from them. 

In the 1954, the investor-ow ned electric utilities paid approximately 
$1,437 million in local, State, and Federal taxes, or roughly 22.8 per- 
cent of their revenues. The Federal tax alone was $874 million. And 
yet, the public power theorists would have this revenue-producing in- 
dustry so hamstrung and whittled by nontaxpaying, federally sup- 
ported power facilities that the Federal Treasury would miss much 
of this important source of funds. 

There must be a sound reason why private utilities are sound invest- 
ments. We find that since World War IT, utilities have raised one 
third of construction money internally, and the rest from issuing new 
securities. There isalwaysa ready market for them. 

Why all this clamor for more Government-financed power? Is 
it more efficient? There is one State in the Union where only public 
power isavilable. That State is Nebraska. This should be the utopia 
for the public power enthusiats. How are they making out for elec- 
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tric power in Nebraska? Here is what the Omaha Evening World- 
Herald said in an editorial in its issue of August 27, 1955: 

The out-state Nebraska public power districts urgently need more electricity to 
meet the growing demand. * * * The public districts have become so enmeshed 
in controversy among themselves, in rivalry and jealousy, that they cannot agree 
on which one of them shall build the needed generating capacity. As a con- 
sequence, nobody builds it—and the economy of most of the state is in danger. 

It is of record that since the end of World War II, investor-owned 
electric companies have spent approximately $20 billion for new fa- 
cilities, and they are fully capable of supplying all the foreseeable 
needs of this country. 

Even the supreme exponent of the “big brother” theory of Federal 
Government shunned the encroachment of the Federal power mon- 
ster, though he was largely instrumental in promoting it to its ges 
growth. Said Franklin D. Roosevelt on September 21, 1932 


9 
Portland, Oreg. : 


I do not hold with those who advocate Government ownership or Government 
operation of all utilities. I state to you categorically that as a broad general 
rule the development of utilities should remain, with certain exceptions, a 
function of private initiative and private capital. 

There should be no question that private enterprise should be 
allowed to do what it can do best. ‘The investor-owned electric utility 
industry has proved time and again that it can supply electric power 
more efficiently. It also has shown that it will cooperate with the 
Government in developing the power potential of the Nation. Evi- 
dently the people of the United States think so, too, as shown by the 
overwhelming mandate given to the man who has said: 

I am convinced, out of my experience with some very big jobs, that the way to 
do it is by a sharing of effort, rather than by its concentration. That means the 
full use of private resources plus a local-State-Federal partnership here in the 
State of Washington and the Northwest rather than dependence upon a daily 
directive from Washington, D. C. (Dwight D. Hisenhower, Seattie, October 
6, 1952.) 

Respectfully submitted. 

Cuare E. HorrmMan, 
Victor A. Knox, 
Cartes B. Brownson, 
H. Atien Smira. 


J. P. Cartson, Minority Counsel. 
We concur in the foregoing views. 

R. Water RreHLMAN, 
Ceci, M. Harpen, 
GEoRGE MEADER, 
CLARENCE J. Brown, 
GLENARD P. Lipscoms, 
Wir E. MinsHatn, 
Epwin H. May, Jr. 
Rosert H. MicuHet, 
Fiorence P. Dwyer. 








ADDITIONAL VIEWS OF HON. CLARE E. 
HOFFMAN 


These hearings and the report, as do previous hearings and reports 
of the Chudoff subcommittee, appear to be part of a studied effort to 
show that we should establish and adhere to an overall policy which 
will ultimately give us Government ownership—in this particular 
case—of power facilities. 

The hearings and the report leave an impression of a deliberate 
attempt, through the use of the taxpayer’s money, to create and pub- 
lish propaganda, regardless of the facts, which will result in destroy- 
ing privately owned, in establishing public ownership of, electric 
power facilities. 

While the administration during the last 4 years has opposed com- 
petition with private enterprise through the use of taxpayers’ money, 
this subcommittee, employing former employees of the Department 
of the Interior—some of them policymakers—has attempted to give 
us a policy of public ownership of power facilities. 

The inevitable, the natural, result of the employment of staff per- 
sonnel formely employed by New Dealers in the Department of the 
Interior has been an attack on the present administration of the De- 
partment coupled with a biased vicious assault upon those who oppose 
Government ownership. 

The staff directed its activities, selected its witnesses, apparently 
with the sole view of discrediting both individuals and corporations 
which have engaged in, which wish to continue to engage in, carrying 
on legitimate business enterprise. 

The subcommittee staff admits of no halfway policy. I cannot 
escape the conclusion that its sole purpose is to destroy private en- 
terprise wherever it may be engaged in developing, transmitting, or 
distributing electric power. 

The majority complain because individuals and corporations have 
exercised their right to present their views to those in the executive 
department who determine policy. 

In view of the subcommittee’s action, we might well ask since when 
has the right of any person, natural or legal, to petition been out- 
lawed ? 

Ciare EF. Horrman. 
87 
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ADDITIONAL VIEWS OF HON. EARL CHUDOFF 


Reading the minority report, a person is struck by one thing above 
all: There is not one word about the accuracy or accuracy of the 
Federal Power Program booklet or abont whether it is or is not a mass 
of distortions. Nor does the minority report so much as attempt to 
alter the picture painted by the majority report of the almost total un- 
fairness and dishonesty of the booklet. There is no escaping the con- 
clusion that the minority report has tacithy admitted the whole of con- 
clusion No. 3 of the majority report: 

3. The so-called facts set out in the booklet do not furnish an honest or fair 
picture. The booklet is full of omissions of essential facts, the use of inaccurate 
or inapplicable data, oversimplification or exaggeration, comparisons of: the 
incomparable, scarmongering, and attempts to undermine confidence in past 
governmental programs. 

Furthermore, the minority report concedes, willingly this time, that 
the booklet and the excerpt of the Kimball speech were handed in per- 
son to Secretary of the Interior McKay, Under Secretary Tudor, As- 
sistant Secretaries Aandahl and Lewis, and Solicitor Clarence Davis. 
Yet, the minority report asks the reader to be naive enough to believe 
that the testimony of a witness (in this case, Assistant Secretary Aan- 
dahl) that his thinking has not been influenced by any given outside 
statement is to be regarded as always and completely objective. The 
majority report is careful to refrain from concluding that the booklet 
did in fact, influence the leaders of the Department of the Interior. 
This, as has been pointed out, is not susceptible of direct proof, barring 
the unlikely event of an outright admission. What it did conclude, 
however, is that the booklet was presented “to influence or guide the 
formulation or implementation of Federal power policy by the De- 
partment of the Interior and to create or sustain in the new top officials 
of the Department, a hostility to the Federal power program as it had 
been established by Congress.” [Emphasis wale] The Congress 
and the public have the right to draw whatever conclusions they wish 
regarding the actions and attitude of the new officials of the Depart- 
ment of the Interior as these actions and attitudes are laid bare in the 
majority report. 

As was to be expected, the minority report reheats an old potato, 
namely, that private utility companies are vast tax producers while the 
public power organizations are not and this places an unfair burden 
on the consumers of private power because they must pay tax expense 
in their rates. Such arguments come with poor grace from spokesmen 
of the private electric utility industry which will garner what must 
be admitted is a tax windfall of some $4.3 billion over the next 33 
years under the rapid write-off provisions of the Federal tax laws. 
The ostensible concern of the industry for the poor ratepayer to whom 
it must pass on its tax expense becomes downright incongruous when 
one discovers that in no known case has a private electric company 
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sought to pass on any part of this $4.3 billion tax windfall to its 
ratepayers. 

This matter is being treated again here in the es state- 
ment because of its importance as brought out recently in a staff report 
by the Joint Committee on Industrial Revenue Taxation, entitled, 
“A Report on 5-Year Amortization of Emergency Defense Facilities 
under Section 168 of the Internal Revenue Code of 1954” December 
1956 (Committee Print). 

The fact is, of course, that the rates pus by the purchasers of Federal 
_ not only pay back the Federal investment attributal to power, 

ut also contribute to the irrigation features of the projects. For 
example, in 1954 the Interior Department reported that power users 
would, in addition to paying off their share of multipurpose projects, 
pay $2.7 billion of the irrigation investment. 

Finally, the minority report makes certain unfounded accusations 
of procedural irregularities on the part of the majority and chairman 
during the hearings which resulted in this report. These can be sum- 
marily disposed of. 

First, contrary to the ex parte assertions of the minority report, 
the chairman of the Committee on Government Operations may refer 
a matter to a subcommittee for investigation without the necessity of a 
written directive or instruction. Rule 3 of the committee does not 
require that the chairman’s referral be made in any given manner. 

Second, the minority charges the majority with having subpenaed 
correspondence and intraoffice communications of certain private com- 
panies in violation of what it says is a rule of privilege attaching to 
such documents. The minority chooses, however, to omit any citation 
of authority for the existence of such a rule of privilege. The majority 
has not been able to discover the existence of such a rule and would 
be grateful if appropriate citations therefor could be brought to the 
attention of its members. 

Third, the minority charges that it had no opportunity to call 
witnesses. It should be noted that the minority neither asked that 
any witness be called nor did it need such an opportunity. .The 
witnesses called were representatives of the Arizona Public Service 
Co., the Idaho Power Co., the Montana Power Co., and Ebasco Serv- 
ices, Inc. Other representatives, including the president of the Ari- 
zona Public Service Co., were in the room and could have testified 
had either they or the minority so requested. It is also interesting 
to note that no matter how a hearing is conducted, the minority com- 
plains because it was not conducted otherwise. In the minority report 
on “The Effect of Department of Interior and REA Policies on Public 
Power Preference Customers” (H. Rept. 2279, 84th Cong.), the minor- 
ity complained because privately owned utility representatives were 
not called. In the present instance, the complaint is that they were 
called. Obviously it is the minority policy to criticize and to obstruct. 
This may be their privilege, but it should not be overlooked. 

Another minority tactic that should no longer be ignored is its con- 
stant attempt through name calling, press releases, and harrangues to 
intimidate the subcommitte staff. This is, in my opinion, an obvious 
attempt to divert attention from the facts uncovered by the investiga- 
tion. The staff has at all times worked under my direction and in 
accordance with my instructions. If it had been less efficient it might 
have been spared some of the abuse heaped upon it. 
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In closing, it would be well to repeat a statement I made in connec- 
tion with House Report 2279 (supra) : 


We should all recognize that the future power needs of the United States can 
be met only by continued vigorous development of all our power systems, both 
private and public. Anyone would be foolish to attempt to “nationalize” the 
private power industry which accounts for over 80 percent of our electric power. 
Such an attempt would damage our power potential for years to come, if not 
irreparably. On the other hand, public power development should not be stopped 
either. Comprehensive multipurpose river development should be maintained, 
and these water resources should have their maximum development, free from 
partisan attack. 

One unfortunate implication of the minority report deserves further comment. 
The minority implies that public power constitutes an attack on free enterprise. 
Many reams of material have been written on the problem of whether a guaran- 
teed profit, publicly authorized monopoly such as that enjoyed by the electric 
industry deserves classification as “free enterprise.” At any rate, it is not a free 
competitive enterprise with the normal risks of competition and loss which serves 
as the basis for our free capitalistic system. Since, for practical purposes, profits 
and areawide monopoly are assured by a publicly granted franchise, electric 
utilities are one of the safest types of investment. 

Consequently, if the people of a city or a rural area decide to establish a 
municipally owned system or a rural electric cooperative instead of granting a 
franchise for a private monopoly in the public-utility field, in my opinion, they 
should be perfectly free to do so without being charged with socialism or “insidi- 
ous attacks on the American system of free enterprise.” The same is true when 
the American people act through Congress to build a flood-control or irrigation 
project and to develop power in connection with it. Municipal systems and public 
power developments are almost as old as the electric business. Equally with the 
private companies, they represent a free American choice and a true American 


tradition. O 
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LETTER OF TRANSMITTAL 


House oF REPRESENTATIVES, 
Washington, D. C., March 25, 1957. 
Hon. Sam Raysourn, 
Speaker of the House of Representatives, 
Washington, D. C. 

Dear Mr. Speaxer: By direction of the Committee on Government 
Operations, I submit herewith the committee’s fourth report to the 
85th Congress. The committee’s report is based on a study made 
by its Public Works and Resources Reheteeniiites. 

Wuuuum L. Dawson, Chairman. 
Int 
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Mr. Dawson of Illinois, from the Committee on Government Opera- 
tions, submitted the following 


FOURTH REPORT 


On March 25, 1957, the Committee on Government Operations had 
before it for consideration a report of its Subcommittee on Public 
Works and Resources entitled “Availability of Power to Public 
Preference Customers From Central Valley Project (Roseville, 
Calif.).” 

After full consideration of the report as submitted by the subcom- 
mittee, upon motion made and seconded, the report was approved 
and adopted as the report of the full committee. The chairman was 
directed to transmit a copy to the Speaker of the House. 


INTRODUCTORY STATEMENT 


The city of Roseville, Calif., is a community of about 10,000 popula- 
tion, situated just northeast of Sacramento. This city has probabl 
conducted one of the longest struggles on record to secure, as a pret- 
erence customer, power from a Federal hydroelectric project. In its 
fight, Roseville has faced the unrelenting opposition of a powerful 
electric utility company and, in recent vears, a negative and dis- 
couraging attitude on the part of responsible officials of the Depart- 
ment of the Interior. 

The Public Works and Resources Subcommittee of the Committee 
on Government Operations first learned of Roseville’s plight when its 
city manager, Mr. David Koester, testified before the subcommittee on 
September 13, 1955. At that time, Mr. Koester had joined with repre- 
sentatives of nine other northern California cities which were trying 
to buy power from the Federal Government’s Central Valley project 


1 





2 AVAILABILITY OF POWER FROM CENTRAL VALLEY PROJECT 


to counter a 30-percent rate rise threatened by their supplier, Pacific 
Gas & Electric Co.* 

The communities’ representatives testified that the Interior 
Department officials had told the cities that no power was avail- 
able for them, despite the fact that a commitment of 33,000 kilowatts 
to another preference customer had just expired. That customer, the 
Colorado River Commission of Nevada, had tried for 3 years without 
success to secure transmission of the power to it through wheeling ar- 
rangements with the Pacific Gas & Electric Co.? and Southern Cali- 
fornia Edison Co. 

Subsequent to the September 1955 hearings, the firm power capacity 
of the Central Valley project was increased from 300,000 kilowatts to 
450,000 kilowatts. The committee naturally expected that with this 
150,000-kilowatt increase in the project capacity some of the requests 
of the small cities would be met. 

On June 14, 1956, however, the committee received a request from 
Congressman Clair Engle, in whose district Roseville is situated, to 
reopen the 1955 hearings in order to look into the refusal of the In- 
terior Department to se!] Roseville 10,000 kilowatts of Central Valley 
power. It appeared that all the cities except Roseville had succumbed 
to the frustrations and delays involved in dealing with the Interior 
officials and had signed 7-year contracts with Pacific Gas & Electric. 
At considerable financial loss to itself, Roseville had held out in 
the hope of securing low-cost Federal power. Despite the smal! nature 
of their request, and despite the tremendous increase in the project’s 
firm capacity and the fact that the Nevada commitment (which in the 
meantime had been renewed) had again expired, the city officials and 
Congressman Engle were still being told by the Interior Department 
that Roseville could not expect to get power from the Central Valley 

roject. 

” In these circumstances, the Interior Department’s position seemed 
so incredible that the subcommittee scheduled hearings on the matter 
for September 24 and 25, 1956, at Roseville. These hearings were held 
and disclosed that there clearly was power available for Roseville and 
that the regional director of the Bureau of Reclamation in Sacra- 
mento, who is in charge of the Central Valley project, had, in fact, 
recommended in writing, 52 days prior to the hearing, that Roseville 
be allowed to buy the power it needs. 

The revelations of the hearing had a tonic effect. On October 15, 
1956, the Interior Department announced that Roseville would be 

ermitted to buy 7,250 kilowatts of Central Valley project power. 

elivery of power commenced November 28, 1956. 


ConcLUSIONS 


1, The evidence is clear that the Central Valley project dependable 
(i. e., firm) power capacity was sufficient, at least as of June 1, 1956, 


1 This story is fully told in sec. IX, H. Rept. No. 2279, 84th Cong., 2d sess., entitled 
“Effect of Department of Interior and REA Policies on Public Power Preference Cus- 
tomers.” Mr. Koester’s testimony appears at p. 908 of hearings entitled, “Effect of 
Administrative Acts and Policies of Department of Interior and Rural Electrification 
Administration on Rural Blectric Cooperatives, Public Bodies, and Municipal Electrics” 
(House Committee on Government Operations, 84th Cong., Ist sess.). . 

*The general —— of the Pacific Gas & Electric Co. and other western utility 
companies to wheeling arrangements is discussed in H. Rept. No. 1975, 84th Cong., 2d sess., 


entitled “Certain Activities Regarding Power, Department of the Interior (Changes in 
Power Line Regulations).” 
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to enable the Department of the Interior to contract with Roseville 
for the delivery of the 10,000 kilowatts of firm power which the city 
had been requesting. Indeed, 3 weeks after the hearings held by the 
subcommittee at Roseville, the Department approved an allocation to 
the city of 7,250 kilowatts of power on a firm << tee merely on the 
withdrawal basis with which Roseville had declared it would be con- 
tent. 

Even after Roseville was allotted its 7,250 kilowatts of ere there 
appear to remain somewhere between 7,500 and 25,000 kilowatts of 
firm project power available for other preference customers. 

2. Notwithstanding considerable economic sacrifice, including an 
estimated $84,000 in excess power costs over the last 6 years, the city 
of Roseville ever since 1944 had been seeking, with diligence and per- 
severance, to obtain Central Valley project power for itself as a statu- 
tory preference customer. For this reason, the city was particularly 
worthy of the most favorable consideration possible by the Interior 
Department of its request for any available project power. 

3. In 1955 and 1956 up to the time of the subcommittee hearing, the 
Department of the Interior showed a completely negative attitude 
regarding not only the rights and equities in favor of Roseville’s re- 
quest for poe but also the rights of a number of other Central Valley 
municipalities which had sought project power as preference customers 
in 1955, but which, unlike Roseville, did not or could not hold out 
against signing a long-term power-supply contract with Pacifie Gas 
& Electric. 

(a) In mid-1955, the Department reestablished the expired 1-year 
contract with the Colorado River Commission of Nevada under 
which Nevada would receive firm project power—a reestablishment 
which tied up 33,000 kilowatts of otherwise available power and yet 
was known to be futile because of Pacific Gas & Electric’s consistent 
and long-standing refusal to wheel this power to Nevada. 

(6) Notwithstanding (1) the expiration of the already thrice-re- 
vived Nevada contract on June 1, 1956, (2) a 50-percent jump in proj- 
ect firm power capacity occasioned by the simultaneous filling of 
Shasta and Folsom Reservoirs, and (3) a written recommendation by 
the regional director of the Bureau of Reclamation that power be 
allotted to Roseville, the Department of the Interior did nothing but 
discourage Roseville in its request for power up to the time of the 
subcommittee hearings. 

(c) In correspondence preceding the hearings and at the hearings 
themselves, responsible officials of the Interior Department gave to 
the subcommittee misleading information which seemed calculated 
to lead the subcommittee to y da that no power was available for 
Roseville, when in fact firm power was available for at least 2 and 
perhaps as many as 5 cities the size of Roseville through March 1961, 
the date at which the present arrangements with Pacific Gas & Electric 
expire and the year in which additional power is anticipated from the 
Trinity River division of the Central Valley project. 

(d) Department witnesses resorted to specious legal theorizing in 
an effort to obscure the right of the Government to sell power to Rose- 
ville on a withdrawal basis. They attempted to argue that the sale 
of power to Roseville on such a basis might well violate the Govern- 
ment’s contractual commitment to make nondependable capacity avail- 
able to Pacific Gas & Electric. This was a transparent strategem of 
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obstruction and delay, accomplishing nothing save further to reveal 
the Department’s wholly negative attitude. 

4. The existing power-sale contract between the Department of the 
Interior and Pacific Gas & Electric provides that firm project capac- 
ity not taken by preference customers passes to Pacific Gas & Electric, 
which takes the power and energy under very favorable arrangements 
and resells it. Thus, the delay and indecision on the part of the De- 
partment of the Interior in treating Roseville’s request resulted not 
only in Pacific Gas & Electric’s taking, at the existing favorable rates, 
the available firm capacity and energy which could have been de- 
livered directly to Roseville, but also in selling equivalent capacity and 
energy to Roseville at the very high day-to-day rate which Roseville 
had to pay Pacific Gas & Electric so long as the city wished to hold 
itself free to contract with the Department of the Interior for any 
available project power. 

5. Despite repeated, earnest requests by Roseville’s mayor and its 
city manager for a personal meeting with Secretary of the Interior 
Seaton, at a time and place of his choice, in order to discuss the alloca- 
tion of Central Valley project power, Assistant Secretary Aandahl, 
replying presumably for the Department, consistently declined to ac- 
commodate these requests, even though Secretary Seaton was himself 
on the west coast at one time during this period. 

6. While the Ames Aeronautical Laboratory, a research facility of 
the Government’s National Advisory Committee for Aeronautics, has 
requested 50,000 kilowatts of firm Central Valley project power over 
and above the 50,000 kilowatts it already receives, the wind-tunnel 
operation, for which most of the power is used, would take the addi- 
tional 50,000 kilowatts at a relatively low load factor and would 
represent a type of load which the Central Valley project power system 
is not well adapted to serve. 


RECOMMENDATIONS 


1. On April 1, 1961, the existing contracts between the United States 
and Pacific Gas & Electric for sale and transmission of electric power 
and energy will terminate. Furthermore, it is estimated that the 
Trinity River division of the Central Valley project may be completed 
by the Bureau of Reclamation in fiscal year 1961, with an authorized 
total of 400,000 kilowatts of generating capacity. Therefore, it is rec- 
ommended that the Secretary of the Interior insure that sound plan- 
ning is now going forward and will continue to go forward for the 
achievement of firm and effective transmission and interchange ar- 
rangements for Central Valley project power beyond 1961, so that 
as that time approaches, not only the Bureau of Reclamation but pref- 
erence customers in the project area, both existing and potential, may 
have a clear understanding and reasonably firm expectations regard- 
ing the allocation of project power. 

2. The Department of the Interior should make a thorough and ob- 
jective analysis of the anticipated actual demands of its present cus- 
tomers on the Central Valley project as well as an analysis of the con- 
tract demands of such customers. Determination should then be 
made of the kilowatt demand which may be reasonably expected to be 
available for new preference customers annually up to April 1, 1961, 
and this determination should be made known to public agencies and 
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nonprofit organizations entitled to preference in the purchase of such 
power so that such potential preference customers may purchase such 
power on the bases, firm or withdrawable, as best fits in with the new 


customers’ requirements and the anticipated demands of existing 
customers on the project. 


NARRATIVE STATEMENT 


ROSEVILLE’S EFFORTS TO SECURE LOW-COST POWBR FROM THE CENTRAL 
VALLEY PROJECT 


The city of Roseville, Calif., is a community of about 10,000 in- 
habitants situated in the heart of the Central Valley project, a Fed- 
eral reclamation project. In fact, project power lines pass through 
the city limits. The city owns and operates its own public electric 
power system and has done so since July 1912. Roseville, however, 
does not generate its own power. In recent years, at least, it has 
pur chased power from Pacific Gas & Electric Co., one of the largest 
utility companies in the Nation. 

Commencing in 1944, Roseville has attempted to secure low-cost 
power from the Central Vi alley project to serve its municipally owned 
system. Ofcourse, under the Federal reclamation laws and the Flood 
Control Act of 1944, the city, asa public agency, is entitled to prefer- 
ence in the purchase of federally generated power. But, the history 
of Roseville’s efforts to convert its statutory preference right 
into delivered kilowatt-hours constitutes an almost classic story of 
frustration and expense. Only the determined perseverance of the 
city officials resulted in their ultimate success. 

The courage of the city officials was admirably described by the 
city manager, Mr. David Koester, when he told the subcommittee: 


I would like to comment, Mr. Chairman, to the committee, 
if you are not familiar with smaller cities, on the courage and 
persistence that has been required by our city council to main- 
tain this stand. Roseville is a small town, only 10,000 popu- 
lation, and when a council has to make the decision whether 
to stand by its guns on a thing like this in the face of the extra 
cost, it is a difficult decision to make and they have made this 
decision and have been very brave about it, and they have kept 
up this fight despite, well, it seems almost insurmountable 
odds that we faced on this thing. 

If we have not faced deliberate slowdowns, we have at least 
faced highly effective resistance movement apparently in our 
efforts to deal with the Bureau; we have been put off for 
months and months and months, and we have not been able to 
get any answers from anyone. ‘They just keep stalling us and 
the difference right now between our present cost of power 
and what it would cost, had they granted our request, is run- 
ning at more than $5,000 per month. 

Now, the Bureau apparently has lots of time, but that time 
costs us a lot of money, and we certainly do appreciate the 
efforts of this committee in coming out here a long ways to 


find the facts and try to help us in this matter. (See hear- 
ings, p. 28.) 
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The history of Roseville’s efforts to secure federally generated 
power bears out Mr. Koester’s feelings in the matter. In 1945, the 
city was the first preference customer to execute a contract with the 
Bureau of Reclamation for Central Valley project power. At that 
time, however, the Bureau had no transmission lines or wheeling 
arrangements which it could use to deliver power to the city. For 
5 years, the city waited for the Bureau to secure appropriations to 
build lines orto enter into adequate wheeling agreements. Both 
avenues of approach were opposed by the Pacific Gas & Electric Co, 
and failed. 

Meanwhile the city bought power from P. G. & E. on a day-to-day 
basis at considerable extra expense. Mr. Koester estimated that by 
1950 it had cost the city in excess of $60,000 over what it would have 
cost had it executed a long-term contract with P. G. & E. or had it 
received Federal power. In that year, therefore, Roseville gave in 
and signed a 5-year contract with P. G. & E. About a year later, 
in 1951, under considerable congressional pressure and in the face of 
new wheeling regulations promulgated by the Secretary of the In- 
terior,’ the company did enter a wheeling agreement with the Depart- 
ment, but by that time Roseville was committed to a 5-year contract 
with the company and could not take power from the Government. 

The contract between Roseville and P. G. & E. expired on October 1, 
1955. Early in the same year, the city had been informed that 
P. G. & E. would increase its rates to the city by about 30 percent.‘ 
Consequently the council decided to again attempt to buy power from 
the Central Valley project, and, when the P. G. & E. contract expired, 
the city refused to enter into another long-term contract with the 
company. Instead, the city chose to again pay the higher day-to-day 
rate while it sought to secure Federal power. 


ATTITUDE OF INTERIOR DEPARTMENT OFFICIALS 


The efforts of Roseville to obtain delivery of power under its 1945 
contract and those of the Interior Department officials to deliver 
power during that time were largely frustrated by the refusal of the 
Pacific Gas & Electric Co. to wheel the power and by the lack of 
congressional appropriations for the construction of transmission lines. 

In 1951, the Pacific Gas & Electric Co. reluctantly entered into a 
wheeling agreement in the face of threatened appropriations for Fed- 
eral transmission lines and of effective administrative regulations. 
Consequently, in 1955 and 1956 the situation was somewhat different. 
It had become possible for the Interior Department officials to deliver 
power to Roseville and to the other municipalities if it was available. 

In 1955, however, when the municipalities went to the Interior De- 
partment seeking power, they were met with an uncompromising at- 
titude of discouragement. While it may have been true that the 
Central Valley project did not have ceca power to supply the needs 
of all 10 cities, the record indicates that the completely negative reply 
of the Interior Department to the cities was not justified. 

At the very time Roseville was being told that no power was avail- 
able, a contract to deliver power to the Colorado River Commission 
(which had been twice renewed despite the fact that the original 


* Footnote 2, supra. 
* See hearings, p. 26, and also footnote 1, supra. 
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contract was limited to a period of less than 1 year if wheeling arrange- 
ments could not be secured by the State Commission) had lapsed 
due to the refusal of Pacific Gas & Electric and Southern California 
Edison Co. to wheel the power. This left 33,000 kilowatts available 
which could have been used to help the municipalities. 

The Interior Department officials, however, did not at any time 

rior to the September 1955 hearings of the Public Works and 

esources Subcommittee reveal to the representatives of the municipal- 
ities that the Nevada contract was about to expire or had expired. For 
example, despite the fact that the Nevada contract would expire on 
June 1, 1955, Congressman Clair Engle was informed in April 1955 
that no power was available for sale to Roseville (see hearings, p. 30), 
and in August 1955 a group from Roseville was told that no power 
was then available, although, in fact, the Nevada contract was then a 
nullity. (See hearings, p. 20.)° 

The fact is that through 1955, over 33,000 kilowatts was 
available. The maximum simultaneous demand of preference cus- 
tomers on the system for that year was 260,492 kilowatts, leaving 39,508 
kilowatts which actually would have been available in 1955. 

During 1955, too, the Interior officials were negotiating with Pacific 
Gas & Electric regarding the utilization of power from the new Folsom 
and Nimbus Dams. Agreement on this was reached on December 9, 
1955, raising the firm power available to 450,000 kilowatts when 
Shasta and Folsom Dams filled and providing for step-by-step in- 
creases up to that point.. The dams filled in May 1956, raising the 
firm power to 450,000 kilowatts. 

As previously indicated, through all this period the Interior Depart- 
ment discouraged the cities. On April 22, 1955, they told Roseville’s 
officials and Congressman Engle flatly that no power was available, 
without disclosing all the facts of the situation. 

Thereafter the Interior Department again renewed its inoperative 
contract with the Nevada commission; and, when Roseville formally 
applied for power on October 14, 1955, the Department replied on 
October 21 that no power was available and would not be until the 
Trinity River division of the project was completed in the fiscal year 
1961. (See hearings, p. 27.) 

When flood conditions made it obvious that the dams would fill, 
raising the firm power available to 450,000 kilowatts, Roseville City 
Manager Koester again asked for power on March 14, 1956. He was 
told in a reply of March 20, 1956, that requests for additional power 
from existing customers would be met first and that “we think it very 
unlikely that there will be power available for new contracts.” (See 
hearings, p. 33.) This statement was made in the face of the fact that 
the often renewed Nevada contract was again about to expire without 
power having been delivered. 

On June 11, 1956, after the 450,000 kilowatts actually became avail- 
able, Assistant Secretary of the Interior Fred G. Aandahl informed 
Congressman Engle: 


Existing contract obligations to preference agencies, to- 


gether with requests now on hand and those anticipated from 
such agencies for increases to meet their needs, are expected 


*See footnote 1, supra. Testimony of the Nevada State engineer in the 1955 hearings 
shows that as late as September 12, 1955, a copy of a bilateral “renewal” contract had not 
been sent to Nevada for signature (p. 945). 
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to aggregate more than the firm power available for market- 
ing. 
Further on he added: 


While we sympathize with Roseville’s problem, we cannot 
offer any encouragement to it at this time that favorable 
action may be taken on its application, 


It is little wonder that in the face of this attitude the other cities 
threw in the sponge and signed long-term contracts with Pacific Gas & 
Electric, which incidentally carry them past the date when power ma 
be expected to become available Fed the Trinity River division. The 
real wonder is that Roseville had the determination and foresight to 
hold out. (See hearings, p. 100.) 


THE ACTUAL SITUATION 


The truth, of course, was that when the cities came to Interior in 
1955, there was a substantial block of power available (33,000 kile- 
watts) because the Nevada contract had expired, and the actual 
power available at all times exceeded that contract amount. With 
several preference customers ready, willing, and able to take the power, 
the Interior Department nevertheless renegotiated the inoperative con- 
tract with the Nevada agency for another - year. On October 11, 1955, 
Assistant Secretary Aandahi testified that he believed it was perfectly 
safe to hold the 33,000 kilowatts committed because he knew Folsom 
and Nimbus were coming in,* and, as we have shown, the actual power 
use of the preference customers did not eat into that 33,000 kilowatts 
before those two projects became operative and raised the available 
firm capacity to 450,000 kilowatts. 

The practical effects—and the only real effects—of the renegotiation 
of the Nevada contract in the face of the near certainty that the power 
would never actually be delivered to Nevada were (1) to prevent the 
preference customers who were ready, willing, and eager to take the 
power (i. e., the northern California cities) from getting it, (2) to 
turn the power over to Pacific Gas & Electric Co. pursuant to the terms 
of its contract under which it automatically gets all the firm power not 
actually delivered to preference customers, and (3) perhaps most 
significant of all, to enable the Department to tell the cities that no 
power was available, thereby to discourage them from making serious 
efforts to obtain Federal power and, instead, to influence them to sign 
long-term contracts with Pacific Gas & Electric Co. before additional 
power became available from Folsom and Nimbus. As already noted, 
these contracts now tie up all the cities except Roseville even until 
after the Trinity project is scheduled to start generation. This 
neutralization of the preference customers will result, of course, in 
more low-cost Federal power going to Pacific Gas & Electrie. 

Only Roseville held out. But even when all the dams had filled, 
when 150,000 additional kilowatts were available, and when the Nev ada 
contract was about to end again, Roseville was told that the 33,000 
kilowatts which had been set aside and reserved for Nevada in four 
separate and successive contracts would be allocated to existing pre- 
ference customers if it were not revived again. (See hearings, p. 27.) 





*See hearings entitled “Effect of Administrative Acts and Policies of Department of 
Interior and Rural Electrification Administration on Rural Blectric Cooperatives, Public 
Bodies, and Municipal Electrics,” (p. 1208), eupra, footnote 1. 
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It is certainly difficult to understand the actions of the Interior Depart- 
ment officials. First, they set aside 33,000 kilowatts year after year for 
Nevada while waiting for arrangements to be made for delivery of 
the power. Then, after the Nevada contract had expired again and 
after, in addition, the Central Valley project firm capacity had jumped 
by 50 percent, they continued to tell Roseville that not even 10,000 
kilowatts were available for it. 

It seems apparent, particularly in the light of later events, that. for 
some reason the Interior Department oflicials, through discourage- 
ment, delay, and. diversionary tactics, were attempting to avoid rather 
than to carry out the preference laws. 


ATTEMPTS BY ROSEVILLE TO MEFT WITH SECRETARY OF THE INTERIOR 
FRUSTRATED 


The record contains a series of communications relating to attempts 
by the city manager and the mayor of Roseville to obtain an audience 
with Secretary of the Interior Seaton to discuss the allocation of 
Central Valley project power and also the question whether the power 
contract between the United States and the Colorado River Commis- 
sion of Nevada should be reestablished. Roseville’s representatives 
offered to meet with Secretary Seaton at any place and time convenient 
to him. 

In spite of these numerous and earnest entreaties on the part of 
Roseville, the Assistant Secretary of the Interior for Water and Power, 
Fred G. Aandahl, replying presumably for the Department, turned 
aside the requests for a meeting with the Secretary and offered to 
make himself available instead. As it happened, for a time during 
the period of these communications, Secretary Seaton was a short 
distanee away in Oregon and then bypassed Roseville in a trip to south- 
ern California. The record does not show that the Department of the 
Interior supplied this information to Roseville. The mayor of Rose- 
ville, in one of his communications, mentioned the Secretary’s being 
on the west coast and offered to see the Secretary at any time and place 
there convenient to him. In spite of this, no meeting with the Secre- 
tary materialized. 

Moreover, not even Assistant Secretary Aandahl managed to make 
personal contact with representatives of Roseville, although he had, 
in one of his communications, made such an offer. The final com- 
munication from Mr. Aandahl, dated September 13, 1956, merely 
stated that a Department representative, who was to be present at the 
hearings beginning September 24, 1956, would contact the Roseville 
representatives on his arrival on September 22, 1956. Mr. Elmer 
Bennett, assistant to Secretary Seaton, arrived on September 22, 1956, 
and held a brief meeting with Roseville officials. No personal meeting 
between Roseville representatives and the Secretary or Assistant Sec- 
retary Aandahl ever took place. 


INTERIOR DEPARTMENT GIVES MISLEADING INFORMATION TO THE 
SUBCOMMITTEE 


In correspondence preceding the hearings and at the hearings them- 
selves, responsible officials of the Interior Department gave to the 
subcommittee misleading information which seemed calculated to lead 
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the subcommittee to believe that no —_ was available for Roseville, 
when in fact firm power was available for at least 2 and perhaps as 
many as 5 cities the size of Roseville through March 1961, the date at 
which the present arrangements with Pacific Gas & Electric expire 
and the year in which additional ae is anticipated from the Trinity 
River division of the Central] Valley project. 

Careful analysis of the figures furnished demonstrates that the 
power will be available even though they purported to show otherwise, 

In passing, it should be noted that the misleading information was 
sent to the subcommittee from the Washington, D. C., offices of the In- 
terior Department and was not familiar to the field officials in char 
of the Central Valley project. (See hearings, p. 111.) In fact, Mr. 
C. H. Spencer, the regional director of the Bureau of Reclamation, 
conditionally recommended on August 3, 1956, that Roseville be fur- 
nished power. 

The first instance occurred in a letter of July 27, 1956, and other ma- 
terial sent to the chairman of the subcommittee by the Commissioner 
of Reclamation, W. A. Dexheimer. This letter asserts that the esti- 
mated maximum simultaneous demand (on the basis of existing pref- 
erence customers) on the Central Valley project in December 1959 
would be 436,200 kilowatts and in 1960 would be 476,200 kilowatts. 
Obviously, if the figure furnished for December 1960 were accurate, 
no new customers could be served because existing customers alone 
would be expected to exceed the 450,000 kilowatts firm capacity of the 

roject. 

" Examination of the charts furnished to back up these figures shows 
that in December 1959, the Sacramento Municipal Utility District is 
estimated to have a demand of 310,000 kilowatts and in December 
1960 a demand of 350,000 kilowatts. (See hearings, p. 182.) 

Yet, testimony given to the subcommittee by the Interior Depart- 
ment officials clearly showed that Sacramento Municipal Utility Dis- 
trict’s contract is for a maximum of only 290,000 kilowatts, that 
Sacramento Municipal Utility District has a backup contract with 
Pacific Gas & Electric to supply any power it needs in excess of 290,000 
kilowatts, and that Sacramento Municipal Utility District is build- 
ing its own generating facilities to back up the 290,000 kilowatts fur- 
ther. The testimony also showed that in June 1956, over a month 
before the July 27 letter to the subcommittee chairman, the Interior 
Department wrote to all customers except Sacramento Municipal 
Utility, District and one other inquiring whether the customers wished 
to increase their contract rates of delivery. No letter was sent to the 
Sacramento Municipal Utility District because the Interior officials 
knew that it had the backup contract with Pacific Gas & Electric, and 
therefore those officials had no intention of permitting Sacramento 
Municipal Utility District to take over 290,000 kilowatts. (See hear- 
ings, p. 134.) 

Thus, the maximum simultaneous demand figure for December 1959 
was excessive by 20,000 kilowatts and for December 1960 by 60,000 
kilowatts. If those amounts are deducted, the maximum simultaneous 
expected demand for 1959 and 1960 becomes 416,200 kilowatts, or 
33,800 kilowatts below the project capacity, leaving that amount of 
‘power available for other customers. 

At the hearings, Mr. Elmer Bennett, the personal representative of 
Secretary of the Interior Fred Seaton, presented a dismal picture 
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indeed, while attempting to comfort the subcommittee with the well- 
known fact that if a meeikakaks customer doesn’t get firm Central Val- 
ley power, Pacific Gas & Electric Co. buys it. . Bennett said: 


The Pacific Gas & Electric Co. is receiving, and pays for it 
as such, that part of the firm power which is the difference 
between the simultaneous demand of preference customers 
and the project dependable capacity. On this basis the 
United States is losing no revenue while these decisions are 
being made. But our projection of load growth of existing 
preference customers demonstrates that by 1960, without tak- 
ing on one new customer, just providing the increased power 
needed by existing customers, will leave us in a position where 
we are approximately 157,000 kilowatts short. In other 
words, we cannot meet the increasing loads of our present 
customers. (See hearings, p. 86.) 


Mr. Bennett presented a table to back up his assertion. (See hear- 
ings, p. 92.) An analysis of the first two customers listed destroys 
Mr. Bennett’s argument completely. The first customer listed is the 
Sacramento Municipal Utility District shown to have a load of 310,000 
kilowatts in 1960 (instead of the 350,000 kilowatts asserted in the Jul 
27 chart). As we have already demonstrated, this would be 20,000 kil- 
owatts too high. In other words, although Sacramento Municipal 
Utility District might have a system load of 310,000 kilowatts (or even 
350,000 kilowatts) in 1960, it would draw only 290,000 from the Central 
Valley project and would obtain the rest under its backup contract 
with Pacific Gas & Electric or from its own generation. ‘The inclu- 
sion of the 20,000 kilowatts in the Central Valley project tables, 
coupled with Mr. Bennett’s statement, was completely misleading. 

The second customer listed in Mr. Bennett’s table is the Ames Aero- 
nautical Laboratory. This facility is operated by the National Ad- 
visory Committee for Aeronautics. Ames consists primarily of a 
number of very large wind tunnels. These tunnels can require as 
much as 260,000 kilowatts as of today. For a time, the Ames 
laboratory attempted to operate with nonfirm power obtained from 
the Central Valley project. This, however, proved unsuccessful and 
other arrangements were made. (See hearings, p. 115.) 

At present Ames buys the first 50,000 kilowatts of capacity it uses 
from the Central Valley project and the balance from the Pacific Gas 
& Electric Co. As the capacity utilized increases, the load factor 
drops sharply. This is a general characteristic of wind tunnel opera- 
tion. If, for example, Ames purchased all its power from the Central 
Valley project as firm power, it would tie up well over half the project 
firm ig Sapo but its use of energy (kilowatt-hours per kilowatt) 
would be very low. Mr. Spencer testified that the Central Valley 
project simply is not set up to supply an operation of this sort, and 
that Ames could much better be supplied from a huge system such as 
that of the Pacific Gas & Electric. en asked why he believed Ames 
should not be increased beyond its present 50,000-kilowatt contract, he 
replied : 

Mr. Srencer. Fortwo reasons. The first is that Ames has 
the type of load which we are really not in the best position to 
serve. Secondly, they do have this backup provision with 
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Pacific Gas & Electric, and Pacific Gas & Electric, with its im- 
mense generating equipment of somewhere over 4 million 
kilowatts of capacity against our 600,000 or something hke 
that, can take care of their needs for big capacity loads with 
an on-and-off situation. It is ideal for their system, but 
not for ours. 

Mr: Cartson. When you say it wasn’t the type of load that 
you could handle, are you referring to your previous state- 
ment ahout the unpredictableness of it# 

Mr. Svencer. That is correct, and they still use, in addition 
to this firm power, a great deal of nondependable. (See hear- 
ings, p. 123.) 

In the chart which Mr. Bennett used to back up his previously 
quoted assertion, he showed Ames as having a contract for 50,000 kilo- 
watts, as having asked for another 50,000 kilowatts, and. as having 
a load growth to a total of 200,000 kilowatts. No Interior Depart- 
ment witness could account for the 200,000-kilowatt figure put in 
the chart other than to assert that it had somehow been worked out in 
Washington, D.C. Mr. Spencer testified to what is obvious—that the 
Central Valley project has not enough power to add even 50,000 kilo- 
watts to the Ames contract. The amount that may be available for 
new preference customers over the next few years ranges somewhere 
between 15,000 kilowatts and 35,000 kilowatts. In any case, the Ames 
request for even another 50,000 kilowatts cannot be met. 

One other point bears mentioning here. Witnesses for the Depart- 
ment of the Interior contended before the subcommittee that the Gov- 
ernment might well be barred by contract from delivering power to 
Roseville on a withdrawal basis. Such power, they appeared to argue, 
could be regarded as a sale of nondependable capacity, since it would 
be subject to future recapture and diversion away from Roseville to 
supply other needs. (See hearings, p. 129.) All nondepend- 
able capacity (with exceptions not pertinent here) must, under the 
existing power sale contract with Pacific Gas & Electric, be made 
available to that company. Therefore, the argument went, it would 
violate the contract to sell to Roseville capacity which was subject to 
withdrawal. 

However, the power sale contract defines “nondependable capacity” 
as “eapacity of project plants which is available in any month in 
addition to the Project Dependable Capacity.” Thus nondependable 
capacity is a function of powerplant operation and does not relate at 
all to the terminability of service to a project customer on the happen- 
ing of a condition subsequent; that is, the Government’s need to use the 
power to meet another, previously existing, contractual commitment 
elsewhere.. Clearly, the Department’s rather ingenious theory is com- 
pletely baseless and cannot stand. 


ROSEVILLE GETS CENTRAL VALLEY POWER 


The conclusive proof of the deceptive nature of the figures supplied 
by the Interior Department came after the hearing. Although Inte- 
rior officials had continuously asserted that no power was available for 
Roseville, finally on October 15, 1956, Assistant Secretary Aandahl 
announced that he had approved an allocation of 7,250 kilowatts of 
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firm power for Roseville. In its desperation, Roseville -had offered 
to contract for power subject to withdrawal for prior preference cus- 
tomers, if necessary. Mr. Aandahl’s allocation, however was a firm 
one, not subject to withdrawal, The limitation to 7,250 kilowatts was 
based upon Roseville’s testimony that this amount would carry it 
through the 1960 peak season, after which, of course, all power con- 
tracts will have to be reviewed in the light of the expiration of the 
basic contracts between the Bureau of Reclamation and Pacific Gas 
& Electric and in the light of progress on the Trinity River divi- 
sion of the Central Valley project. 


COST OF ROSEVILLE’S FIGHT AND FINANCIAL BENEFITS OF CENTRAL VALLEY 
POWER TO THE CITy 


As Mr. Koester indicated, Roseville’s fight has entailed considerable 
cost to the city. In order to be in a position to accept Federal power 
when it could be delivered, the city between 1945 and 1950 refused to 
sign a long-term contract with Pacific Gas & Electric. This re- 
sulted in the city p aying a higher rate to Pacific Gas & Electric than 
it would have under a contract. When the city finally gave in and 
signed a 5-year contract with Pacific Gas & Electric, it was costing 
the city $16,000 a year not to sign. It was estimated that the excess 
costs to the city in that 5-year period amounted to over $60,000 (hear- 
ings, pp. 20 and 25). 

When the 5-year contract expired in 1955, the city again held off 
from signing a long-term contract with Pacific Gas & Electric. As 
a result, it again began paying a higher rate, amounting to over $2,000 
a month more than the contract rate, or over $24,000 for the year 
between October 1, 1955, when the contract with Pacific Gas & Elec- 
tric expired, and the date of the hearings. 

The stakes for which Roseville was fighting were correspondingly 
high. Mr. Kenneth Thompson, the city engineer, estimated that the 
difference in the cost of Pacific Gas & Electric power and Central 
Valley power to the city for the fiscal year commencing July 1, 1955, 
would have been almost $68,000. The average cost of Pacific Gas & 
Electric power amounted to 9.0748 mills per kilowatt-hour while Cen- 
tral Valley project power would have cost 4.9648 mills per kilowatt- 
hour. For the 10 years commencing July 1, 1956, Mr. Thompson 
estimated that Pacific Gas & Electric power would cost $2,479,822.69, 
while Central Valley power would cost $1,356,712.87, the savings from 
Central Valley power being $1,123,109.82. (See hearings, p. 49.) 

Mr. Thompson pointed out: 


These are direct cash benefits to the community. Indirect 
benefits could be as great as the direct. Roseville is a single- 
industry community. Seasonal layoffs and other interrup- 
tions in workloadings greatly affect the economic status of 
the entire community. To stabilize the economic status of the 
community and incidentally provide a more stable workload 
for our prime industry, the citizens of Roseville are attempt- 
ing to attract diversified industries into the city. Todo so we 
have to compete on power rates with the rest of the Sacra- 
mento area. Retail power for large consumers is sold in this 


23015°—58 H. Rept., 85-1, vol. 7——5 
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area for less money than we can obtain power for wholesale 
from our present source. (See hearings, p. 49.) 


Thus, it can be seen that Roseville stands to gain far more than the 
$84,000 its efforts to secure Federal power have cost. 


POWER AVAILABLE FOR OTHERS 


There was considerable variance among the figures submitted to the 
committee by the Interior Department. However, it appears that 
after Roseville’s allocation, there is still somewhere between 7,500 
and 25,000 kilowatts which are available for other preference cus- 
tomers. If the other cities had not been met with such a completely 
negative attitude that they felt their situation was hopeless and hence 
signed contracts with Pacific Gas & Electric, it is possible that the 
needs of some of them could now be met from the Central Valley 
project. 








MINORITY REPORT 
INTRODUCTION 


In its report the majority apparently wishes to convey the impres- 
sion that, but for its efforts, the city of Roseville would not now be 
able to purchase public power and states (report, p. 2) : 


The revelations of the hearing had a tonic effect. On Octo- 
ber 15, 1956, the Intetior Department announced that Rose- 
ville would be permitted to buy 7,250 kilowatts of Central 
Valley project power. Delivery of power commenced Novem- 
ber 28, 1956. 


If the hearings revealed any unnecessary delay in awarding a con- 
tract for Central Valley power to Roseville, it certainly revealed the 
degree to which responsibility for it was on the career level in the 
regional office in Sacramento. Here would have been a legitimate area 
of scrutiny for a subcommittee charged with studying the operation 
of Government activities at all levels with a view to determining their 
economy and efficiency. However, the majority apparently feels that 
there is no political advantage to be gained by raising any questions 
about the career administration of the Sacramento office and rather 
than place the responsibility for any delay where it belonged, it pre- 
fers to flay the Republican administration of the Department of the 
Interior. 

That the majority goes out of its way to muddy these now quiet 
waters demonstrates that this is not a factfinding report, but the prod- 
uct of an obviously political hearing. The hearing was a forum pro- 
vided at the taxpayers’ expense for campaign oratory during the clos- 
ing weeks of a political campaign and its chief result was the un- 
warranted abuse of a forthright witness for the Department of the 
Interior. 


STATEMENT OF FACTS 


Mr. Clyde H. Spencer, regional director of the Bureau of Reclama- 
tion in Sacramento, Calif., wrote to the city manager of Roseville on 
March 20, 1956. He pointed out that present preference customer 
“requirements are about equal to the total anticipated firm power.” 
Spencer noted that there would soon be an increase in firm power but 
that (hearings, p. 33)— 


* * * Assoon as possible after the amount of firm power is 


known, local customers and Government agencies now sup- 
plied will be given the opportunity to increase the contract 
rates of delivery in relation to their requirements. After 
meeting these requirements we think it very unlikely that 
there will be power available for new contracts. If this out- 
look proves erroneous, and if in fact we have firm power avail- 
able in an amount that will allow contracts in addition to 
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those we now have, we will be pleased to inform you and 
others who have made similar requests. I regret that I can 
offer you so little encouragement. 


On May 24, 1956, Spencer wrote his Washington office concerning 
the increase in dependable project capacity after June 1, 1956. He 
stated, “It is our judgment that the total contract rates of delivery 
should not exceed 427,500 kilowatts” (hearings, p. 95). Because of tie 
characteristics of the loads “together with the overall diversity and 
losses” he felt the Bureau should reserve 22,500 kilowatts as an “oper- 
ating reserve.” 

Spencer specifically stated (hearings, p. 96) : 


It is believed that if all the present customers (other than 
Sacramento Municipal Utility District, Ames Aeronautical 
Laboratory, and Colorado River Commission of Nevada) 
were given the opportunity to request increases, some of the 
requests now in hand would be increased. Such increased 
loads, together with anticipated requests from other customers 
(many of whom are now exceeding their contract rate of 
delivery), would be sufficient to bring the commitments in 
present contracts to about the 427,500 kilowatts available. 


He further recommended (hearings, p. 96) : 


1. As long as the Colorado River Commission of Nevada 
contract exists that additional contract commitments not 
exc ceed 15,455 kilowatts (427,500-412,045). 

If the Colorado River Commission of Nevada contract 
is Hc that additional contract commitments not exceed 
48.455 kilowatts (427,500-379,045). 

That requests from present customers should be met be- 
fore any consideration be given for contracting with new 
preference customers. 

4. The contract commitments should not exceed 427,500 
kilowatts until all customers have made arrangements for a 
supplementary power supply. At such time, the operating 
reserve of 22,500 kilowatts would not be needed, and total 
commitments adjusted to Tracy could total 450,000 kilowatts 
under our present Pacific Gas & Electric Co. contract. 


When Spencer appeared before the subcommittee in September, he 
admitted that the fourth recommendation had not been complied with 
although some of the companies had indicated that they would talk 
to P. G. & E. to make arrangements for supplementary power. The 
record does not show that such arr stigeearibits ad been made, although 
Spencer was directed on May 31, 1956, to obtain assurances “along 
the lines mentioned” (hearings, P. 94) in his May 24 communication. 

Just 78 days later, on August 3, 1956, Spencer changed his. stand. 
Although even in September ‘he could not state that supplemental sup- 
ply arrangements had been made by existing preference customers, he 
stated that when arrangements were made there would be 16,12 
kilowatts available and that Roseville (15,000) -and the State of 
California (2,000) should receive this amount. In May he required 
a “eushion” of 22,500 kilowatts “until all customers have made ar- 
rangements for a supplementary power supply.” Yet on August 3, 
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according to the majority report, he was willing to recommend “in 
writing, 52 days prior to the hearing, that Roseville be allowed to buy 
the power it needs” (report, p. 2). Strangely enough, on page 9 of 
the report the majority admits that, even in the August 3 report, 
Spencer was only “conditionally” recommending the Roseville allo- 
cation. 

What does this all add up to in the final analysis? Although the 
May 24 and August 3 Spencer communications were offered for the 
record, Mr. Lanigan, the subcommittee counsel, asked specifically 
about the “memorandum of August 3, 1956” (hearings, p. 77), ob- 
viously asking for a document which he had already seen. Although 
the majority says in its report that misleading information “not 
familiar to the field officers in charge of the Central Valley project” 
was sent to the committee from the Washington office on July 27, 1956, 
the letter from the Commissioner of Reclamation at that date specifi- 
sally states “the regional director at Sacramento informs us that the 
tabulations of data are based upon the best estimates available at this 
time,” 

The majority obviously wanted the Department of the Interior to 
act without thinking—without weighing the demands made by the 
Federal defense agencies and other existing customers. Only 7 weeks 
had elapsed since the receipt of a complicated analysis of Central 
Valley power supplies, yet the Department was accused of a negative 
attitude because final determinations had not been completed. Even 
Mr. Spencer, described by Congressman Engle as “the man who knows 
best,” stated at the hearings (p. 82): 


I have advised them of Roseville’s desire to push this. I 
think our Washington office and the Department have been 
given the complete picture on it. J do not understand that 
they are in a position to solve it right now. Itis rather com- 
plex. [Italic supplied. ] 


It would appear, therefore, that the witness for the Department of the 
Interior, Mr. Elmer Bennett, had correctly described the situation 
when he stated that (hearings, p. 1387)— 


There are complexities which require a little time to re- 
solve a problem like this power-allocation problem we have. 


It is not surprising that the Department of the Interior was unable 
to make rapid decisive computations on the basis of career employee 
representations which were inconsistent with what it had come to 
believe was the actual situation on the basis of previous career em- 
ployee representations. The additional power to be allocated had only 
become available on June 1. The problem of deciding how it was to 
be allocated was not a simple one. Mr. Bennett, therefore, could not 
be criticized for stating, as he did on September 24 (hearings, p. 89) : 


Meanwhile, it appears to us that the time consumed since 
June in reviewing requests for additional power and the re- 
quest of prospective customers is fully justified. 


The regional director had been in touch with the city of Roseville 
for years on this matter and he dealt with their estimated demands 
as 15,000 kilowatts. Yet their admitted estimate for 1960 is only 
7,250. How can the central office, which must rely on its engineers, 








18 AVAILABILITY OF POWER FROM CENTRAL VALLEY PROJECT 


be expected to make rapid decisive computations based upon such 
estimates ? 

The majority states that Mr. Bennett’s charts attached to his state- 
ment were misleading. Apparently the staff member who prepared 
this majority report looked to the 1961 predicted customer loads—loads 
estimated by the customers and which total 606,942 kilowatts. It is 
ridiculous to assert that Mr. Bennett or anyone else in the Department 
of the Interior tried to leave this committee with the impression 
that Sacramento had requested 310,000 kilowatts by 1960 from the 
Bureau. The majority conveniently overlooks this statement made 
by Mr. Bennett (hearings, pp. 86-87) : 


* * * These same customers have requested that we con- 
tract to deliver to them a total of 480,170 kilowatts of ca- 
pacity, over 30,000 more than our dependable project capacit 
of 450,000. Just to show what further problems are involved, 
the estimated load column on table 3 shows that, according 
to the customers’ own projections of their loads, these present 
customers will require a total of 606,942 kilowatts of capacity 
by 1960. Obviously not all of this power can come from the 
existing supply. 


EISENHOWER ADMINISTRATION ACTUALLY SAVES ROSEVILLE’S 
SOURCE OF REVENUE 


Even when it bought power for resale from P. G. & E., Roseville was 
able to cover into the general city fund approximately $120,000 an- 
nually from power revenues. At previous hearings, in 1955, Rose- 
ville’s city manager testified: 

* * * T know if our municipal distribution system were 
privately owned at the present taxation rates, our municipal 
taxes on that system would not be anywhere near $120,000 
(hearings, Effect of Administrative Acts and Policies of De- 
partment of Interior and Rural Electrification Administra- 
tion on Rural Electric Cooperatives, Public Bodies, and 
Municipal Electrics, p. 915). 


In other words, Roseville made an overall profit of nearly $120,000 
per year while buying power from a private utility for resale through 
a public utility system. The majority report points out that the city 
estimates that it will save $1,123,109.82 by buying Federal power over 
the next 10 years. In other words, Roseville wants to continue to 
raise revenues by engaging in the sale of power at a profit rather than 
raise its taxes. If the city of Roseville wishes to do this that is its 
own local decision. 

It is important to note that under the terms of a 1945 contract 
between Roseville and the Bureau, cited in the majority report, the 
previous administration would have forced stringent resale price 
controls upon the city. 

Mr. Ralph Brody, retained by the city of Roseville for these hear- 
ings, had been an employee of the Bureau of Reclamation, and actuall 
admitted having participated for the Bureau in the negotiations wit 
Roseville in 1945. 
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It is significant that the information as to the amount of mone 
which “might have been paid into the coffers of the city of Roseville” 
in accordance with the provisions of the contract entered into by the 
city when Mr. Brody was counsel for the Bureau of Reclamation were 
not furnished for the record although the chairman agreed that such 
information should be in the record. 

The Department of Interior, when it announced the allocation of 
7,250 kilowatts to Roseville on October 15, 1956, did not require that 
Roseville knuckle under to paternalistic price ceilings. The “savings” 
from a Central Valley power supply mentioned by the majority would 
not be available to the city under the 1945 contract. 

However, under the arrangement approved by the present adminis- 
tration, the city may continue if it wishes to make its own decision 
with regard to rates and taxes. 


WITHDRAWABLE POWER 


Finally, we came to the allegation that the “ingenious theory” that 
what was a substantial legal question involved in granting power to 
Roseville on a withdrawable basis was “completely baseless.” Al- 
though the chairman of this subcommittee agreed that Mr. Bennett 
had raised an “important question” which, because the “problem 
[was] quite acute” required “forthwith an opinion from your Solici- 
tor” (hearings, pp. 129-130), the majority chooses to accuse the wit- 
ness of “obstruction,” “delay,” and “specious legal theorizing.” 

The problem involved the interpretation of certain language in a 
contract between the Bureau of Reclamation and P. G. & E2 which 
says that— 


The United States shall make available to the contractor 
all Non-Dependable Capacity which the United States does 
not require for service to Federal agencies, incuding the 
Bureau of Reclamation, and construction contractors; pro- 
vided that the United States may withdraw any part of 
such Non-Dependable Capacity for sale to Preference Cus- 
tomers upon three (3) years’ advance notice in writing to 
the contractor * * * (sec. 10 (b)). 


The majority report attempts to sidestep the issue in a pseudo- 
legalistic fashion by saying that nondependable capacity “is a function 
of powerplant operation and does not relate at all to the tangibility 
of service toa project customer * * *” The majority apparently does 
not understand the problem or refuses to do so. The question is 
whether a contract to deliver power subject to prior commitments is 
a dependable supply contract or whether in the final analysis the 
power for such contract would of necessity be nondependable in terms 
of the contract with P.G. & E. If the prior contracts equaled project 
dependable capacity it would indeed be an acute problem as to whether 
a withdrawable allocation to another customer was for the furnishing 
of nondependable capacity. 

The question was never resolved because, although Roseville was 
asking for 15,000 kilowatts prior to the hearings, the Department of 
the Interior allocated 7,250 kilowatts of firm power to the city. This 


1 Bureau of Reclamation’s contract with Pacific Gas & Electric Co. for sale and inter- 
change of power (175r—3428) (hearings, pp. 249-271). 
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was the city’s own estimate for 1960 and we think it took courage 
for the Department to do its job thoroughly and equitably despite the 


political attacks made upon it. 


Respectfully submitted. 


J. P. Carson, 
Minority Counsel. 


We concur in the foregoing views. 


Crare E. Horrman. 
Vicror A. Knox. 
Cuartes B. Brownson. 
H. ALLEN SMITH. 


R. Water Rew LMAN. 
Ceci M. Harpen. 
GEORGE MEADER. 
CLARENCE J. Brown. 
GLEeNARD P. Lirescomp. 
Wiunwiam E, MrnsH att. 
Epwin H. May, Jr. 
Rogert H. MicHet. 
Fiorence P. Dwyer. 
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LETTER OF TRANSMITTAL 


House or REPRESENTATIVES, 
Washington, D. C., May 15, 1957. 
Hon. Sam Raypurn, 
Speaker of the House of Representatives, 
Washington, D. C. 

Dear Mr. Speaker: By direction of the Committee on Government 
Operations, I submit herewith the committee’s fifth report to the 
85th Congress. The committee’s report is based on a study made by 
its Subcommittee on International Operations. 

Cuer Houirietp, Acting Chairman. 
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REVIEW OF THE BUDGET FORMULATION AND PRESEN- 


TATION PRACTICES OF THE INTERNATIONAL COOP- 
ERATION ADMINISTRATION 


May 15, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Houtrretp, from the Committee on Government Operations, 
submitted the following 


FIFTH REPORT 


On May 15, 1957, the Committee on Government Operations had 
before it for consideration a report from its Subcommittee on Inter- 
national Operations entitled, “Review of the Budget Formulation 
and Presentation Practices of the International Cooperation 
Administration.” 

After full consideration of the report as submitted by the subcom- 
mittee, upen motion made and seconded, the report was unanimously 
approved and adopted as the report of the full committee. The 
chairman was directed to transmit a copy to the Speaker of the House. 


INTRODUCTION 


Each year the International Cooperation Administration, flanked 
by the Departments of State, Defense, and Treasury, and other execu- 
tive agencies, asks Congress for authority and funds to carry on the 
mutual security program for another year. In fiscal year 1958 author- 
ity will be requested to continue or initiate mutual-security programs 
in approximately 60 countries throughout the world and to add an 
estimated $3.9 billion to the more than $60 billion that has been spent 
for this purpose over the past 10 years. 

Documenting this request, and exhibited under military guard to 
4 committees of Congress, will be a highly classified printed presenta- 
tion in 4 or 5 volumes, setting forth, in mcre than a thousand pages 
of charts, graphs, schedules and narrative, the Administration’s 
expression of how the funds requested might be used. It is on this 
complicated array of information that Congress must base its judg- 


ments to authorize, to finance, and to control the Administration's 
proposals for foreign aid. 
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ROLE OF THE BUDGET PRESENTATION 


The provision of funds is the critical point in the governmental 
process at which, through the exercise of the traditional congressional 
power of the purse, the will of the American people can be brought 
to bear upon the nature and extent of Federal expenditures, through 
the actions of their elected representatives. 

In order for the Congress to fulfill its responsibilities in this par- 
ticular, it is necessary that budget presentations be clear and comple 
and that they accurately reflect the programs intended to be eke 
out if funds are granted. For most executive agencies, the budget 
presented to the Congress constitutes a binding commitment by each 
agency as to the manner in which it will spend the funds requested. 

The budget presentation is relevant not only to the authorizing 
and appropriating functions of the Congress, but also to the equally 
important congressional responsibility for maintaining a continuing 
watchfulness over the day-to-day conduct of the programs of execu- 
tive agencies and determining that they are administered with econ- 
omy and efficiency. This is virtually impossible without reference 
to some valid starting point upon which measurement of progress 
can be based. The logical starting point is the annual budget pres- 
entation. Its adequacy, therefore, is of crucial importance to the 
Congress. 

SCOPE OF INVESTIGATION 


Among the responsibilities of the International Operations Sub- 
committee, under House rule XI and the Legislative Reorganization 
Act of 1946 is that of examining the operations and expenditures of 
the International Cooperation Administration. 

Since ICA, unlike other agencies, does not consider itself bound 
by its budget presentation, the after-the-fact survey of expenditures 
assumes an even greater importance than for other agencies. This 
report seeks to determine the extent to which congressional control 
over foreign aid is lessened by current practices of ICA budget 
presentation. 

The mutual-security program is not solely a function of ICA. That 
agency programs and administers only nonmilitary operations, or 
that part of the program usually thought of as foreign aid, which 
constitutes about a third of the total appropriation. 

This subcommittee has previously completed several studies involv- 
ing intensive examination of particular programs within specific 
countries. For the purposes of this investigation, the subcommittee 
has reviewed these studies, as well as a number of audit reports pre- 
pared, on behalf of the Congress, by the Comptroller General. In 
addition, testimony was received, at hearings on April 4, 5, and 10, 
1957, from the Director of ICA, the Comptroller General, and mem- 
bers of their staffs. 





1H. Rept. No. 1985, 84th Cong., United States Technical Assistance in Latin America. 

H. Rept. No. 10, 85th Cong., United States Aid Operations in Iran. 

2 Report on Study of Obligating Bases and Related Administrative Practices, Foreign 
Operations Administration ; by the Comptroller General of the United States. 

Audit Report to the Congress of the United States—United States Assistance Program 
for Iran. International Cooperation Administration, Department of State, June 30, 1955; by 
the Comptroller General of the United States. 

Audit Report to the Congress of the United States—United States Assistance Program 
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THE COMPONENTS OF MUTUAL SECURITY 


The mutual security program is made up of four primary compo- 
nents—military assistance, defense support, development assistance, 
and technical assistance—and a number of minor ones, generally ap- 
pearing in the budget under the heading of “Other programs.’ 

The broad terms in which each of these components is described af- 
fects not only the budget presentation of ICA, but also the flexibility 
with which that agency is able to operate. Appropriations for other 
agencies of Government are usually made for very specific purposes. 
The annual military construction appropriations, for example, are 
divided into individual categories or line items covering particular 

rojects and individual components of such projects, e. g., “XYZ Air 

tation, road improvements—curbs and gutters, $106,000.” Foreign 
aid funds are not appropriated in such a specific fashion. They are 
not even appropriated on a country-by-country basis (although occa- 
sionally a portion of the funds will be earmarked for a particular 
country or countries; e. g., Spain and Guatemala in 1957). They are 
appropriated in lump sums for each component. In the 1957 pro- 
gram, only defense support was broken down below this level, and then 
only in terms of major geographic regions—Europe, Near East, and 
Africa, Asia, and Latin America. 

Military assistance in the 1957 ICA budget proposal accounted for 
approximately 62 percent of the $4.85 billion total requested. This 
aoe is administered by the Department of Defense with funds al- 
ocated by the President. ICA is not accountable for these funds and 
maintains no fiscal record of them. However, under authority dele- 
gated by the President and the Secretary of State, respectively, the 
Director of ICA, with the Concurrence of the Secretary of State and 
in consultation with the Secretary of Defense, determines how such 
military assistance funds are to be distributed to recipient countries. 
To this extent, the Director of ICA and the Secretary of State can 
decide how and where military assistance programs are to be carried 
out. 

Although this report is concerned with the nonmilitary aspects of 
the mutual-security program, reference is made to military assistance, 
since it has a direct bearing on the character and size of the nonmilitary 
programs. Increased economic aid in the form of defense support is 
programed to enable the recipient countries to support economies ex- 
panded because of accelerated military programs. | 

Military-assistance funds provide military equipment, consumables, 
and training in friendly countries, to enable them to maintain military 
and police units at a level judged to be necessary to American security 
and beyond their own capabilities without American help. This level 
is determined by the Director of ICA, with the concurrence of the Sec- 
retary of State and after consultation with the Secretary of Defense. 


for Pakistan, International Cooperation Administration, Department of State; by the 
Comptroller General of the United States, December 27, 1955. 

Andit Report to the Congress of the United States—United States Assistance Program 
for Egypt, International Cooperation Administration, Department of State, June 30, 1955; 
by the Comptroller General of the United States. 

Audit Report to the Congress of the United States—United States Assistance Program 
for Lebanon, International Cooperation Administration, Department of State, June 30, 
1955 : by the Comptroller General of the United States. 

Audit Report to the Congress of the United States—United States Assistance Program 
for Israel, International Cooperation Administration, Department of State, fiscal years 
1952-55 ; by the Comptroller General of the United States, September 20, 1956. 








4 REVIEW OF THE BUDGET FORMULATION 


Military assistance programs have included provision of machine tools 
and other equipment abroad, contributions to international military 
organizations such as SHAP E and NATO, and assistance to friendly 
foreign countries in the development of nonnuclear weapons. 

Defense support in the 1957 ICA budget proposal represented 23 
percent of the entire program, second only to military assistance which 
it complements. Like military assistance, defense support is designed 
to create and maintain a certain level of military forces in friendly 
countries. It is economic aid in countries where military assistance 
programs are operating, and its stated purpose is to enable the economy 
of the recipient country to support military establishment expanded 
by United States military assistance. These funds are administered 
by ICA. 

* Development assistance represented only 4 percent of the ICA 1957 
budget proposal. It is economic aid, programed in countries which 
do not receive military assistance in significant amounts, and, ac- 
cording to ICA, its use is intended to create and maintain economic or 
political stability. Programs under this title also supplement tech- 
nical cooperation programs by providing supplies, commodities and 
funds. As a rule, these programs accelerate projects and activities 
which United States interests are said to require, which otherwise 
would not be undertaken by the recipient country, or would not be 
carried out at the same rate. 

Technical assistance—known throughout most of the world as point 
4—accounted for 3 percent of the total ICA 1957 budget proposal. 
The purpose of this type of aid is to share American know-how— 
knowledge, experience, techniques, skill—with the less-developed 
areas of the world in order to increase their standards of living. 
Technical assistance programs advise, teach, train, and exchange in- 
formation; they do not generally provide supplies and equipment be- 
yond the requirements of teaching and demonstration. 

This is the smallest of the aid categories, dollarwise. However, 
since technical assistance programs are supplemented by development 
assistance funds, in the form of supplies and equipment, and since 
some of the contributions to these projects by host countries are ac- 
tually proceeds of defense support or development assistance grants, 
budget figures for this component do not give the complete picture. 

Other programs in the fiscal year 1957 budget accounted for the 
remaining 8 percent of the proposed total program. Largest items 
proposed ‘under this title are the presidential funds, totaling! $300 mil- 
lion, for general emergencies, Asian economic development, and spe- 
cial authorizations for the Middle East and Africa. It also includes 
$32,250,000 for administrative expenses ; $45,300,000 for Palestinian 
refugees in the Near East; funds for migrants, refugees, and escapees; 
ocean freight charges, and special assistance in joint-control areas. 
Many of the functions in this category are programed and adminis- 
tered by the Department of State. 

In summary, then, ICA programs and administers defense support, 
economic assistance, technical cooperation, and some miscellaneous 
programs. Dollarwise these functions total only between 30 and 38 
percent of the entire mutual security program. And although ICA 
does not program and administer military assistance funds (62 per- 
eent of the 1957 mutual security budget), it should be remembered 
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that the ICA Director, with the concurrence of the Secretary of State, 
determines how such funds are to be divided among recipient coun- 
tries. 


THE BUDGET CALL 


Within ICA the budget formulation is a continuing operation 
which precedes the presentation by more than a year. Actually, as 
a budget for a given year is presented to the Congress, preparation 
of the ‘budget for the ensuing year is already under way. 

To begin the assembly of “information upon which the budget pres- 
entation will be based, ICA issues a budget call to the directors of 
the various operations missions, located in each country where ICA 
operates a foreign aid program. 

In response to this call, the mission director submits a proposed 
country program, and a proposed level of aid—amount of money— 
required to carry it out. One would expect the compilation of the 
country program to include detailed advance planning, careful staff 
review, and full recognition of existing or foreseeable obstacles to 
carrying out the activities proposed within the period for which 
funds are requested, Careful consideration should be given to the 
availability of United States resourees—technicians, e equipment and 
funds. Administrative prudence would seem to require that the 
compilation be preceded by discussions in considerable detail with 
appropriate governmental units of the recipient country, so that the 
mission could supply ICA/Washington with reliable appraisals of 
that country’s receptivity to the proposed program, its ability to 
execute and absorb the program, and its prospective contributions 
thereto. 

From the committee’s review of individual country programs in 
operation, it must conclude that performance falls short of this ideal. 
For the most part, country program submissions are based more on 
imagination than on fact, comprising broadly conceived aspirations 
and loose estimates of cost more notable for their appeal than for their 
practicability. 

Each year [CA in Washington has requested additional, more de- 
tailed, and elearer justifications, with a view to obtaining from the 
mission directors more truly justified programs. However, the Di- 
rector of ICA appears to share this committee’s view of the continued 
inadequacy of mission-submitted programs. In a letter to his mission 
directors, dated August 17, 1956, and constituting the fiscal year 1958 
“budget call,” the Director complained: 


Sometimes in the past, the program-development exercise 
because of limitations of time and staff has been treated as 
a statistical chore to get out of the way. This year I hope 
you will seize upon this exercise as a challenge and an op- 
portunity to measure our complex, hurried operations 
thoughtfully and deliberately against the yardstick of United 
States policies and objectives. 


PREPROGRAM DISCUSSIONS WITH RECIPIENT COUNTRY 


“Assistance” implies that the objective on which the United States 
“assists” is essentially and primarily an urgent request of the recipi- 


23015°—58 H. Rept., 85-1, voi. 7——6 
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ent country. It is therefore natural to expect that the recipient gov- 
ernment has made plans and studies of a program or project neces- 
sary or desirable for its stability and progress which it is unable to 
accomplish without United States funds or technical personnel. Prior 
to submitting a request for aid from the United States for any such 
purpose, it is likewise natural to expect that our aid officials would 
challenge and screen such requests for aid and the facts and reason- 
ing on which they are founded. It should not be necessary for our 
officials to explain, but if it is, it should not be beyond the compre- 
hension of officials of foreign governments to understand, that the 
expenditure of funds for which the American people are taxed must 
be justified to the representatives of the American people, the Con- 
gress. 

t Accordingly, it would seem that specific spending programs would 
be thoroughly discussed with foreign government officials before a 
country program submission is formulated. Such discussions should 
include the importance attached to the program by the recipient 
country, a careful scrutiny of representations that the financial re- 
sources of the country itself are insufficient to achieve the results 
regarded as desirable, some assurance—in the case of long-term 
projects—that there is a reasonable prospect of their continuance 
after the cessation of United States aid. There should also be a 
completely independent and well-reasoned analysis of the value of the 
project to legitimate United States interests. 

The committee questioned ICA witnesses in some detail on the 
extent to which programing was preceded by detailed discussions 
with the recipient countries. ICA testified that prior to the receipt 
of appropriations such discussions were only in very general terms, 
since negotiations on a detailed basis with those countries might give 
rise to expectations which ICA could not later satisfy, if Congress 
disapproved the proposed programs or curtailed funds. We find it 
hard to believe that American diplomatic personnel are so inept at 
negotiation that they could not explore proposals a good deal more 
than is now done without irrevocably committing this Government 
to a course of action prematurely. 

As an example of the shortcomings to which lack of fuller discus- 
sion contributes, it is clear from the testimony that ICA generally 
lacks firm assurances, prior to requesting funds from the Congress, 
as to what contributions the recipient country will make to particular 
projects or to the overall country program, It would seem that a 
very precise determination of the size of this contribution would be 
essential in determining what would be needed in the way of United 
States funds. 

On the other hand, ICA complains that their implementation of 
a after the Congress provides the funds is slow primarily 

ecause the necessary negotiations with foreign governments are time 
consuming. If the negotiations were carried somewhat further be- 
fore funds were requested, then it would appear both that estimates 
would be better founded and that implementation of approved pro- 
grams would be accelerated. 
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PROGRAM CHANGES AND LEVELS OF AID 


After its receipt from the field, each country program is scrutinized 
in ICA in Washington by the headquarters staff. Coordinating this 
operation is the responsibility of the Deputy Director for Program and 
Planning. Because of staff limitations, he relies on the operating, 
technical, and fiscal arms of the agency for the bulk of the actual wor 
involved. The Program and Planning Division, its title notwith- 
standing, seems primarily preoccupied with performing a high-level 
liaison function between ICA’s operating arms and the “policy” agen- 
cies of the executive branch. 

It is at this stage that field errors should be discovered and cor- 
rected; the ability of the recipient country to absorb the proposed 
program evaluated; the availability of ICA funds, men, and material 
considered ; and an appraisal made of the relationship the particular 
country program bears to ICA’s regional and worldwide programs as 
dictated by United States policies. To a limited extent, this is done, 
and as a result numerous and often substantial changes are made in 
the programs submitted by the mission directors. 

The committee recognizes that ICA in Washington, is in a better 
position than the field missions to reconcile their often conflicting de- 
mands with overall American foreign policy, the security of the 
United States, and available resources. We also recognize that pro- 
gram changes may have to be made for policy reasons, but the agency’s 
practice of presenting such policy-dictated programs in terms of 
economically feasible and fully planned activities is misleading to the 
Congress. 

However, in order for the Congress to determine whether justifica- 
tions exist for the changes made, or for the levels of aid finally pro- 
posed, it is imperative that the reasons for these changes be made 
clear. Similarly, without complete information the Congress can 
never know whether the changes made by ICA in Washington in the 
mission director’s proposed program were of such a nature and in 
such an amount as could reasonably be expected to bring about the 
results intended in making them. The requisite clarity and com- 
pleteness are lacking. 

ICA witnesses admit the absence of any systematic recording of pro- 
gram changes. Indeed, it is obvious that frequently there is no record- 
ing of any description. The subcommittee has not found any practic- 
able way of reconstructing the reasons for the changes. Such a lack 
of system makes it impossible to determine the validity of the changes. 
ICA’s position is that it would impose a great burden upon those re- 
sponsible for recommending and deciding upon such changes if they 
were required in each case to record their reasons. 

The primary need is for documentation of major changes in the 
sixty-odd country programs which are reflected in significant changes 
in the proposed levels of aid. But even if every change were docu- 
mented, the additional burden proposed does not seem unreasonable, 
since after appropriation, documentation is maintained not only for 
changes in these country programs, but for each change in each of some 
2,000 projects. 

ICA suggests that the Congress, if concerned about a particular 
program change, might reconstruct the reasons for it by interviews 
with the personnel who had participated in the decision. Further 
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inquiry demonstrated that such a course might require discussion, for 
each change, with any number of people within ICA, with concerned 
personnel of the State, Defense, and other Departments, and possibly 
with the President. Pursuit of knowledge in this fashion would be 
course be on the assumption that the various possessors of unique bits 
in this jigsaw puzzle had not left the Government, been transferred 
to some remote outpost, or died in the meantime. 

ICA’s argument for not recording the reasons for major program 
changes is epitomized in the testimony of their Deputy Director for 
Program and Planning that he did not believe that “having a record 
would serve a sufficiently useful purpose to justify the work that would 
be involved.” ‘This view rejects the idea that the overall program 
submitted to the Congress should be based upon the initial mission 
submissions, plus or minus changes made by ICA/Washington. In 
lieu of this mode of justification, it is submitted by ICA that the 
budget presented to the Congress stands on its own feet, and that it 
is sufficient if the record shows “why the program submitted to Con- 
gress is of the level and of the type proposed.” 

To explore the correctness of ICA’s contention in this regard, the 
subcommittee reviewed the narrative portions of ICA’s 1957 budget 
presentation. It was found that the narrative supplies labels but not 
reasons. It tells, in general terms, what the money is to be expended 
for, but not why. The various proposals made have substantive aims 
but no apparent quantitative objectives. The statement that a given 
sum is required to “balance the recipient country’s budget” is an expla- 
nation, of sorts, of the use intended, but it does not explain why this 
particular amount of money is required rather than some other 
amount, how long this process must go on, what United States security 
or policy objectives are furthered by the activity, or what the alterna- 
tives are to proceeding as proposed. 

This is not merely a matter of faulty presentation that could be 
corrected if more care and attention were devoted to the preparation 
of this narrative material. ICA witnesses testified that there does 
not exist, anywhere within ICA, a “single statement covering all the 
reasons why a particular aid level for a particular country was de- 
cided upon at the time it was decided upon.” 

The net result is that the Congress 1s being asked to authorize and 
appropriate funds upon the basis of vague generalities, and is not 
provided with the specific facts and reasons necessary for proper 
evaluation of the requests made. 

As the House Appropriations Committee, after reviewing the 
1957 presentation, stated in its report: 
Committee deliberations are made more difficult, too, by 
the lack of information as to past accomplishments, and the 
vagueness of data on projected programs. It appears that 
frequently programs are formulated with little or no con- 
sideration of the needs of the country or countries concerned. 


PROJECT AND NONPROJECT ELEMENTS 


Each country program is composed of project and “nonproject” 
elements. 

Project aid, theoretically, is money for specific, tangible, proposals 
such as the construction of a dam, of grain storage facilities, of irri- 
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gation facilities, the charting of mineral deposits and plans for their 
delevopment, the eradication of malaria or some other endemic dis- 
ease, or the bringing ef students to the United States for specialized 
training. Given a concrete project proposal, it should be relatively 
easy to determine whether it is worthwhile and, after it has been 
approved, how well it is being carried out, provided sufficient informa- 
tion is made available. 

Nonproject aid is unrelated to any specific projects and in many 
countries is a very substantial part of the aid program. In essence, 
it involves direct grants to recipient countries of lump sums of dollars, 
or commodity imports for resale to generate local currency. Sub- 
—— expenditures of these sums by the foreign governments are 
subject to little or no supervision and accountability. 

As noted previously, country levels of aid may be set for “policy” 
reasons having little to do with a recipient country’s economic needs. 
Although “policy” supplements to the levels of aid may be expended 
in the form of projects, it is easier, and perhaps more common, to 
place them under such “nonproject” labels as “budgetary support,” 
“foreign exchange gap,” etc. These labels are not self-explanatory. 
Although the funds they represent make up the largest part of our 
foreign aid program, such information as ICA supplies does not 
explain why the particular figures suggested are the best that could 
be arrived at. Nor is it made clear what the consequences would be if 
we did not “fill the dollar gap” or “support the budget” in any particu- 
lar country by the exact amount proposed. When the Congress appro- 
priates less than ICA has requested, the agency somehow manages to 
reduce these figures below initial estimates, with no apparent catas- 
trophes. It seems quite reasonable, therefore, to inquire how they 
were determined in the first place, and what relationship they have 
to actual needs. 

The General Accounting Office appears to share this subcommittee’s 
views. In a memorandum to ICA, transmiting a review of the 
agency’s 1957 budget presentation, appears the following comment: 


Nonproject aid derives from various broad considerations 
designed to sustain or strengthen the general economic, mili- 
tary, or political stability of a country. Thus it is essential 
to an intelligent evaluation of the proposed level of aid that 
the basis on which it was determined be clearly set out in each 
country presentation. 

The narrative sections of the 1957 presentation for non- 
praject type aid contained general statements of overall pro- 
gram accomplishments and objectives; however, it seemed to 
us that the factors on which the proposed amounts were based 
and the relative monetary weight of each factor should be 
more specifically described. For example, if nonproject 
assistance is based upon the balance of payments in a particu- 
lar country, this fact should be described and presented in a 
way that will indicate how the proposed level of aid is related 
to programs proposed for the budget year. Where nonproject 
assistance is in fact founded on political or other grounds, the 
significant considerations in support thereof and the basis 
for the amount requested should be clearly presented. 
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The 1957 budget presentation, for the first time, contained a list of 
proposed projects for each country. But it did not include sufficient 
information to permit their evaluation from the standpoint of reason- 
ableness and desirability. And although this list makes it possible to 
determine what portion of each country program is planned as project 
aid and which as nonproject aid, it 1s still impossible to determine 
the bases upon which the levels of aid were determined. 

This in effect asks Congress to take on faith the entire foreign 
aid program. The alternative is to require more and better informa- 
tion from the agency. 

As a step in this direction, the committee endorses a recommenda- 
tion of the General Accounting Office that for each major project 
ICA should furnish in the budget presentation, in addition to the 
brief description and monetary amounts supplied in the 1957 “project 
list,” the following information : 


1. The year in which the project was initiated. 

2. Cumulative obligations, subobligations, and expenditures 
(i. e., pipeline data). 

3. Recipient country monetary share to date. 

4. Estimated additional cost to completion broken down as to 
United States and recipient country participation. 

5. Significant features, problems, conditions, or other aspects 
of the project that bear on its initiation or implementation. 


The Director of ICA has agreed that this information would be 
helpful to the Congress and that it should be included in the future 
becan presentations. Prior to the 1958 budget submissions from the 
field, very little of this information was available in ICA in Wash- 
ington. The 1958 ICA budget call requested the field missions to 
submit only part of the information recommended above. It is nat- 
ural to suppose that the information needed by the Congress for in- 
telligent decisions would be equally useful for the internal manage- 
ment of ICA in its programing and planning. However, ICA’s 
Deputy Director for Program and Planning testified he did not con- 
sider such information necessary. 

A desire for administrative improvement should impel ICA to de- 
velop every possible device to detect possible faulty or excessive pro- 

raming or other deficiences and to Jead to their correction. Simi- 
faci, to carry out its responsibilities, the Congress must be supplied 
with information which will permit it to judge the size and character 
of foreign aid components and the effectiveness of ICA in accom- 
plishing foreign aid objectives. 


BASIC PLANNING DEFICIENCIES 


The lack of adequate preliminary planning—in both the field mis- 
sions and ICA in Washington—leads to two major deficiencies recur- 
rently noted in ICA operations. 

The first of these deficiencies has been termed “overprograming.” 
It is the practice of requesting more funds than can be used in the 
coming fiscal year, often in spite of the knowledge that large amounts 
have not yet been expended or even committed. 

The second is the related problem of the “pipeline.” It is the back- 
log of funds, materials, or services which have not yet been delivered 
to the recipient country. 
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Both of these deficiencies contribute to sharp variances between the 
programs ne to the Congress and after-the-fact records of ac- 
tual expenditures. 
OVERPROGRAMING 


Under law the Treasury regulation, funds appropriated for a given 
fiscal year and not obligated prior to the end of that year revert to 
the Treasury and become unavailable to the agency. Funds obligated 
remain with the agency and may be expended any time during the en- 
suing 2 fiscal years. Consequently, agencies seek to obligate all of 
their appropriated funds before the end of the fiscal year. 

Budget-Treasury Regulation No. 1, which lays down certain gen- 
eral budgetary and financial principles for governmental agencies, de- 
fines “obligations” as “Amounts of orders placed, contracts awarded, 
services received, and similar transactions during a given period 
requiring future payment of money.” 

Obligation of Lovin by ICA necessarily involves problems different 
from those encountered by other agencies, because the initial commit- 
ment is to a foreign government. This commitment is in the form of 
a program or project agreement much more general in its terms than 
the documents usually required to constitute an obligation. However, 
for fiscal purposes it is accepted that once an agreement is signed with 
a foreign government, the United States is “obliged” to follow 
through. Consequently, these agreements are recognized as obligat- 
ing documents. 

At the end of any given fiscal year, only a relatively small propor- 
tion of ICA funds are unobligated, so that few funds revert to the 
Treasury. But substantial amounts of ICA funds, although obligated, 
are still “unsubobligated.” “Unsubobligated,” in ICA parlance, means 
what “unobligated” would mean in another agency—that no orders 
have been placed, no contracts awarded, etc. That is to say, substan- 
tial amounts of ICA funds have been “held” through the device of 
intercountry agreements, but they have not as yet been applied to the 
purposes to which the Congress expected them to be applied. 

A number of instances of overprograming have occurred. In India, 
for example, a grain storage project was initially funded from 1952-54 
technical cooperation funds. As of March 31, 1956, when the 1957 
budget was presented to the Congress, $1.6 million had been obligated, 
but expenditures aggregated only $400,000. An additional $3 million 
was programed for 1957. In Pakistan, under a project for inter- 
college exchange, obligations running back prior to 1955 total $5.2 
million. As of March 31, 1956, expenditures totaled only $900,000 
and $2 million remained unsubobligated. Nevertheless, an additional 
$1.2 million was programed for 1957. 

Our view of this situation is reinforced by the comments of the 
Comptroller General. In his memorandum review of the 1957 budget 


presentation he commented, after reviewing a number of ICA proj- 
ects: 


If these and other projects in a similar status which we 
observed in our review were representative of the general 
status of project-type aid there would seem to be grounds 
for suggesting that future programs estimates be screened 
more critically with the objective of ascertaining whether 
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the mission and the participating country will be capable, 
within the budget year, of doing something more than execute 
agreements for the additional funds being programed, in 
addition to carrying through the activity for which funds 
are already obligated but still unexpended or even unsub- 
obligated. Programing beyond the proximate need for and 
capacity to effectively use further funds has been prevalent in 
the past as indicated in our reports on individual country 
programs. These reports pointed to projects wherein the 
pace of implementation lagged considerably behind the funds 
being programed and obligated. 

It does not seem to be consistent with the intent of the Con- 
gress, nor with the concern of the agency for prudent manage- 
ment, to stockpile obligations for indefinite future use. 
Therefore, every reasonable effort should be made to avoid 
accumulating obligations which by reason of existing un- 
fulfilled commitments are not likely to be implemented for 
a long time. 

PIPELINE 


The argument was advanced by ICA witnesses that many items 
procured to carry out programs, such as industrial machinery, require 
a long lead time and, since contracts cannot be signed until after 
Congress has appropriated the money, there will naturally be a sig- 
nificant lag between appropriation and expenditure. This argument 
is valid in explaining Jags in expenditures but is not relevant to lags 
in subobligations, since the latter would arise upon the signing of 
the contracts or the placing of orders, the timing of which, once 
appropriations are received, is entirely within the control of the 
agency. ‘Those funds which have not been subobligated are funds 
which have not actually been put on the track of accomplishing any 
foreign-aid purpose, other than the assurance to the recipient country, 
through a project or program agreement, that this is the amount they 
are intended to get—eventually. ‘Those funds constitute a “stockpile,” 
a reserve of uncommitted money, which ICA can draw on in the future. 

In addition to delays in the placing of orders, lead time between 
order placing and deliveries contributes to further delay in shipment, 
with the result that there is often a significant gap between the amount 
of money ICA requests for a given country in a given fiscal year and 
the amount actually “piped in.” 

This “pipeline” exists not only in the procurement of end-use items 
for specific projects, but also in the shipment of commodities into 
recipient countries for resale. Most nonproject aid takes this latter 
form. Generally the commodities are of United States origin, a sub- 
stantial portion consisting of United States agricultural surplus. 
This method of proceeding seems to have some advantages over the 
making of direct dollar grants. The device is also used to generate 
local currency for such local costs of specific projects as the payment 
of indigenous labor. It permits each aid dollar to serve a dual pur- 
pose, through its effect on imports and foreign exchange, and through 
its eventual end use. But it does result in significant delay. 

ICA states that for nonproject aid alone the amount in the pipe- 
line usually runs in the neighborhood of 90 percent of the year’s aid. 
Since worldwide appropriations are running about 1 year ahead of 
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liquidations, ICA has, at the beginning of each fiscal year, approxi- 
mately twice as much money as it has programed for that year. 

If the annual budget presentation to the Congress included data 
on “stockpiled” obligations and “pipeline” lags, the extent of over- 
programming could be more readily evaluated, country by country 
and for the agency as a whole. It would then be possible to deter- 
mine with much greater accuracy the validity of the agency’s request 
for funds. At the present time, if the Congress decided to provide 
no more funds for foreign aid, the agency could continue its activities, 
at substantially the current rate, for an additional year. This is a 
most unusual situation in Government, and one that requires the most 
careful monitoring by the Congress. 

In addition to its usefulness as an indicator of overprograming, 
data on the extent and nature of the “pipeline” would provide some 
basis for determining progress in the administration of nonproject 
aid. This latter is difficult to measure, since it lacks the tangible 
features by which the progress of project aid can generally be meas- 
ured. Such data would be improved by the inclusion of aging 
tables, which would indicate the extent to which, for example, un- 
liquidated funds available to ICA toward the end of fiscal year 1957 
represent carryovers from 1956, 1955, 1954, or even earlier. The ICA 
Controller testified that additional “pipeline” data for each country 
would be included in the fiscal year 1958 presentation. 


PUBLIC LAW 480 


There are two further deficiencies in the budget presentation which 
appear to reflect shortcomings in the underlying planning process, and 
which contribute to the inadequacy of the budget as a tcol for con- 
gressional control of foreign-aid expenditures. These two points 
are discussed under this heading and under “Other costs.” 

Substantial amounts of the local currencies received through sales 
of surplus agricultural commodities by the Department of Agri- 
culture under Public Law 480 (Agricultural Trade Development and 
Assistance Act of 1954) are allocated to ICA for use in the mutual 
security program. At March 31, 1956, just before the 1957 budget 
presentation was made, an aggregate of over $500 million of such 
currencies had been programed to ICA for use in various countries 
on the basis of executed Public Law 480 sales agreements. There is 
no clear indication in the 1957 budget presentation that these funds 
have been taken into account in ICA planning either on a country 
basis or overall. At March 31, 1957, the most recent date for which 
full data is available, this amount has been increased to over $1 billion. 

ICA witnesses testified that almost half of the Public Law 480 funds 
are used in countries where ICA has no aid program. It is not clear 
whether aid programs might have been established in those countries 
if there had been no Public Law 480 funds. Congressional committees 
reviewing the 1957 budget request were concerned by this problem, 
and ICA witnesses expanded somewhat upon the fermal presenta- 
tion by testimony relating to Public Law 480 fund availability. It 
does not appear from the published hearings, however, any more than 
from the presentation material, that ICA supplied a clear, satisfac- 
tory answer to the questions we ask here. To what extent, if any, 
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did the availability of Public Law 480 funds reduce the amount of 
money requested in the mutual security budget? If the availability 
of these funds did not result in a reduction of the budget, why not? 

Lack of explanation in the 1957 budget presentation with respect to 
the availability of Public Law 480 funds left the Congress with the 
impression that the nonmilitary foreign-aid budget fcr the year was 
in the neighborhood of $1.5 billion, when actualiy if those funds are 
added in, the total figure is close to $2 billion. 


OTHER COSTS 


Material for some country programs in the 1957 budget presentation 
contained items vaguely labeled “other costs.” In some instances the 
sums of money involved were either quite substantial in themselves 
or constituted a substantial percentage of the entire country program. 
In the 1956 development-assistance programs, for example, “other 
costs” items comprised 70 percent of the total program in Jordan, 
84 percent in Guatemala, and 93 percent in Haiti. Footnote in- 
formation supplied in some instances is either incomplete or self- 
contradictory. ICA witnesses testified that these items had been 
explained verbally to the committees considering the budget, to the 
extent that questions may have been asked. This seems to be a most 
unsystematic manner of presentation. Any substantial items of “mis- 
cellany” in a written presentation would, in the opinion of this com- 
mittee, be more useful if explained in the written presentation, and 
at the exact point where they occur. Because of its importance to 
the Congress as a whole, to this committee, and perhaps to other 
committees having jurisdiction, we believe the budget presentation 
should be, as nearly as possible, a self-contained document. 


“ILLUSTRATIVE” BUDGET PRESENTATION 


The manner of budget presentation used by ICA and its predecessors 
is very unlike that normally employed by executive agencies in request- 
ing funds from the Congress. Instead of listing the specific activities 
which will definitely make up the foreign-aid program for the coming 
year, an activity or a type of activity is set forth as merely “illustrative” 
of the kind of program that will be carried out if changing circum- 
stances do not prevent it. ‘This has the effect of not binding the agency 
to any specific activities, and so the Congress never knows in advance 
what new activities will be started during the coming year, or what 
unfinished activities will be continued. 

The prior knowledge by ICA personnel, at headquarters and in the 
field, that the “illustrative” budget presented is neither final nor 
binding upon the agency may well be a major contributing factor to 
the inadequacies in planning that we have noted previously. In sub- 
mitting its budget, ICA seems less concerned with the presentation of 
a planned program than with securing a lump sum of money for 
expenditure as the agency sees fit. 

Because of the broad authorities conferred upon the agency in the 
basic mutual security legislation, and since its appropriations are not 
made on a country or project basis, ICA is not legally bound to hold 
to the country programs or levels of aid proposed. For example, so 
long as the funds appropriated for the category “Development assis- 
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tance” are used for that general purpose, the Director can decide not 
to pare any of the country programs presented to the Congress, and 
embark on entirely new programs in a different set of countries. If 
such new programs cannot be financed entirely from funds available 
within the appropriate category, ICA can invoke an unusual statutory 
authority which, within a very broad range, empowers the President 
to transfer funds between categories (for example, from development 
assistance to defense support), whenever he considers it necessary to 
do so in order to meet “emergency” situations which might arise. 

Since such “emergencies” are frequent, ICA has made it a practice 
to hold appropriated funds in reserve to meet them. Substantial 
amounts of funds appropriated on the basis of specific programs are 
thus immobilized. These funds, when not used for the contingencies 
for which they were reserved, are released for hasty programing late 
in the fiscal year for which they were appropriated. This has a de- 
terring effect on the orderly and expeditious use of funds and a retard- 
ing effect on advance program planning. 

The need for this transfer authority may have existed under the 
initial mutual security legislation, which did not provide any separate 
category of funds for emergency or contingency purposes. The diffi- 
culties attending its exercise, however, were pointed out by the Gen- 
eral Accounting Office as early as June 1955. It was suggested at that 
time that the Congress might wish to appropriate a special fund for 
contingencies and emergencies which could not be foreseen at the 
time of the budget presentation, with a collateral requirement that all 
other funds appropriated be used in concrete programs approved by 
the Congress or returned by ICA to the Treasury. 

Such a remedy, it was suggested, would remove the necessity for an 
illustrative budget presentation, substituting instead, for the plan- 
nable portion of the program, specific and detailed information of the 
type required of other Government agencies to support their funds 
requests. At the same time, the President would have available the 
contingency fund to meet international emergencies. It was further 
suggested that since the funds for this purpose were to be separately 
appropriated, and earmarked for contingencies, the President’s trans- 
fer authority and the other broad authorities for the expenditure of 
funds currently embodied in the mutual security legislation could be 
minimized or eliminated. 

The net results of such a course of action were expected to include 
tighter congressional control, better planning on the foreign-aid pro- 
— an actual program more nearly resembling that for which the 

ongress appropriated funds, and a budget presentation sufficient] 
specific and detailed to enable the Congress to evaluate more intel- 
ligently the Agency’s past performance and the reasonableness of 
activities proposed for the future. 

In the appropriations for fiscal years 1956 and 1957, the Congress 
has provided contingency funds for the President, but no legislative 
action has as yet been taken to limit the flexibility of the mutual- 
security legislation, or to require a firm, as opposed to an illustra- 
tive, budget presentation. 
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VARIATIONS BETWEEN ILLUSTRATION AND FACT 





There can be substantial changes in country programs which, if 
they do not result in monetary changes, are revealed only by careful 
post audits. The magnitude of these changes on a worldwide basis 
can only be estimated at this time, but some indication of their prob- 
able significance can be obtained from a consideration of those changes 
which are reported because they affect the country levels of aid. 
Section 513 of the Mutual Security Act requires ICA to report these 
latter changes periodically to the Congress. For fiscal year 1956, the 
latest year for which complete figures are available, ICA had a total 
appropriation for nonmilitary foreign aid, in addition to the Presi- 
dent’s $200 millicn “contingency” funds, discussed previously, of 
$1,481 million. Individual country variations between the amounts 
“budgeted” for each country and the amounts actually used, as re- 
ported by ICA, totaled $481.6 million. This represents a variation 
of over 30 percent between the “illustrative” presentation and the 
actual facts. 
Some changes, of course, result from the appropriation by Congress 
of less money than the agency requested; others are explained by 
CA on the basis of changing needs dictated by political developments 
in particular areas, natural catastrophes reequiring emergency assist- 
ance, and so forth. Nevertheless, it appears that more conscientious 
planning prior to the congressional presentation would have avoided 
such substantial variation between actual uses and the purposes for 
which, in general, the Congress was led to believe it was appropriating 


funds. 







































GAO EFFORTS TO IMPROVE ICA BUDGET PRESENTATION 





The Comptroller General has concerned himself for several years 
past with the task of improving the ICA budget presentation in order 
that the Congress in approaching its tasks might be adequately in- 
formed. 

In November 1954, GAO transmitted to FOA (the predecessor of 
ICA) a memorandum repert commenting critically upon the defi- 
ciencies of the budget presentation for fiscal year 1955. <A brief 
acknowledgment of receipt was received from FOA in December, in 
which it was stated that the suggestions made in the report would be 
studied and, where appropriate, utilized. 

However, in January 1957, GAO transmitted to ICA a memoran- 
dum report commenting critically on the budget presentation for 
fiscal year 1957, which pointed out that the principal deficiencies noted 
21% years before were still uncorrected. At the time of this subcom- 
mittee’s hearings, no comment or reply from ICA had yet been re- 
ceived by GAO. 


CONCLUSIONS 





1. The “illustrative” method of budget presentation does not bind 
ICA to carry out any of the activities proposed to the Congress. In 
fact, it permits the agency complete discretion in the use of funds, free 
of the restraints, checks, and balances generally imposed upon the 
executive branch. It does not provide the Congress with a full under- 
standing of what the agency is doing, what it has done, and what it 
intends to do. 
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2. The agency possesses almost unlimited flexibility in the transfer 
of funds. This arises from a combination of the broad authority con- 
ferred upon the agency by the basic mutual-security legislation, and 
the absence of specific details (an outgrowth of the “i)lustrative” 
budget) in the annual appropriation acts. Unless this excessive flexi- 
bility is curbed, improvement in the mechanics of the budget presenta- 
tion alone would not assure the Congress that the programs and proj- 
ects listed therein would be carried out. 

Many of the deficiencies discussed in this report have previously, 
and repeatedly, been brought to the attention of ICA and its prede- 
cessors. Although there has been some administrative improvement, 
the most signific: ant deficiencies remain uncorrected. 

4. The deficiencies i in the budget presentation are traceable in part 
to inadequacies in the planning: process. The validity of the overall 
budget neal is questionable, because of the deficiencies of its prime 
components—the individual country programs—as summarized in 
conclusions 5 through 10 below. 

County programs are developed within ICA and subsequently 
presented to the Congress without any firm assurance as to the will- 
ingness and ability of the recipient countries to pursue the programs, 
or the share of the total cost of the program which will be contributed 
by the recipient countries. After creating this problem, the agency 
offers it as a justific ation for lags in carrying out proposed activities 
after the appropriation of funds. 

6. No clear and complete explanation can be found in the budget 
present: ation, nor anywhere in the records of ICA, of the considera- 
tions that entered into the determination of the levels of aid proposed 
for particular countries. There is no practicable way to reconstruct 
this information. 

Congress is not informed of the extent to which the field-sub- 
mitted country programs form the basis of the programs contained in 
the budget present: ition. In the exercise of its review authority, ICA 
in Washington increases or decreases the country levels of aid recom- 
mended by individual mission directors, but the reasons for such 
changes are not systematically recorded; frequently they are not re- 
corded at all and there is no practicable way to reconstruct them. 

8. Substantial dollar gaps exist between the amounts “illustra- 
tively” proposed for individual country programs and the amounts 
actually expended within the fiscal year for which appropriated; e. g., 
the total variance exceeded 30 percent for fiscal year 1956. This re- 
curring situation raises a considerable question as to the validity of 
the levels of aid proposed. 

The budget presentation does not include individual country 
data on “stockpiled” funds or on the “pipeline” of unshipped com- 
modities. The Congress is not informed in the budget documents 
how long these funds have been available, nor the extent to which 
they have been carried over from one year’s appropriation to another. 

10. ICA follows a practice of reserving, for “contingencies,” funds 
which have been justified to the Congress as neéded for program use. 
This has the effect of deterring the orderly and expeditious use of 
funds and retarding advance program planning. If funds are avail- 
able for reservation, the country programs submitted must have con- 
tained items which are either unimportant or not urgent. 
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11. ICA consistently asks for and receives more money than it has 
ever been able to use in the year for which requested. This practice 
has invited the hasty, last-minute obligation of unused funds, which 
precludes their return ‘to the Treasury. 

12. Funds allocated to ICA from the proceeds of sales of surplus 
agr icultural commodities under Public Law 480 have the effect of sup- 
plementing the ICA budget. In fiscal year 1957, when the non- 
military mutual-security budget ran to about $1.5 billion, this supple- 
ment amounted to an additional half billion dollars. Neither the 
1957 budget presentation nor testimony before this committee makes 
clear to what extent, if any, ICA considers the availability of these 
funds in compiling its budget request. The omission of this informa- 
tion makes it difficult for “the Congress to determine the amount by 
which the cost of the foreign-aid program actually exceeds the ICA 
er 

With respect to foreign aid projects, the budget presentation 
lac rs information on such significs ant items as the total estimated cost, 
length of time required for completion, recipient country contributions 
expected and received, and reasons for any delays in execution. 

14. Other elements in the budget presentation are lacking in clarity, 
such as the inclusion of substantial sums as “other costs,” the failure in 
certain compilations to distinguish between project and nonproject 
aid, and the failure to reconcile and coordinate the several exhibits 
provided for each country program so that they shall be clear and 
consistent. 

RECOMMENDATIONS 


The conclusions which are presented in this report lead the com- 
mittee to the following recommendaticns : 

1, That ICA’s budget presentation include evidence of firm assur- 
ances as to the w illingness, ability, and the extent of recipient country 
participation, and financial information adequate to permit a com- 
petent appraisal of past performance and current proposals. 

2. That ICA’s budget presentation include clear and complete data 

n “stockpiled” obligations and on the “pipeline” of unshipped com- 
modities for each country, together with explanations a oy Such 
data should clearly indicate how long these funds have been available, 
and the extent to which they have been carried over from 1 year’s 
appropriation to another. 

3. That ICA’s budget presentation include, for each major project, 
clear and complete information on the overall estimated cost, length 
of time required for completion, recipient country contributions ex- 
pected and received, reasons for any lags in implementation, and 
other data relevant to the determination whether funds should be ap- 
propriated. 

4. That ICA’s budget presentation include justification, in clear and 
adeqaute detail, of each country level of aid propesed. 

5. That ICA's budget presentation include identification of those 
projects and programs which are based primarily on policy rather 
than economic considerations, together with full and specific explana- 
tions as to the necessity for such activities and how the amounts 
therefore were determined. 
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6. That ICA’s budget presentation contain complete information 
on the proposed uses of the local currency proceeds allocated to ICA 
from agricultural surplus sales under Public Law 480. 

Since inception of the mutual security programs, the administering 
agencies have enjoyed a wide, flexible authority. Originally, this 
was considered necessary because programs of international aid were 
new and there was no batkgiodel of experience to guide the Con- 
gress or the administration, and because of the state of emergency 
which then existed. 

During the last decade practices have developed which raise serious 
questions as to whether this authority has been prudently employed. 

We therefore recommend that the appropriate committees of the 
Congress reexamine the need for this flexible authority with a view 
toward determining the wisdom of curtailing it by the following 
actions: 

1. Appropriating to the President an “emergency” fund, for which 
he is accountable to the Congress, separate from the “planned” por- 
tion of the mutual security program ; 

2. Limiting the broad power of the President to transfer funds 
from the “planned” portion of the mutual security program to “emer- 
gency” purposes ; 

3. Requiring ICA to improve its “planned” budget presentation so 
that the Congress as a whole may be fully informed with respect to 
the intended annual programs; 

4. Insuring that the budget presentation be firm, rather than “illus- 
trative,” either by appropriating funds on a country or project basis, 
or through incorporation of the budget proposal by reference into 
the appropriation act so that it constitutes a limitation on expendi- 
tures by the agency. 
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Hon. Sam Raysourn, 
Speaker of the House of Representatives, 
Washington, D.C. 

Dear Mr. Speaker: By direction of the Committee on Government 
Operations, I submit herewith the committee’s seventh report to the 
85th Congress. The committee’s report is based on a study made by 
its Military Operations Subcommittee. 

Wiuuuam L. Dawson, Chairman. 
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Union Calendar No. 299 


85TH CONGRESS HOUSE OF REPRESENTATIVES Report 
1st Session No. 822 


DEFENSE STANDARDIZATION PROGRAM 


JuLy 17, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Dawson, from the Committee on Government Operations, 
submitted the following 


SEVENTH REPORT 


On July 17, 1957, the Committee on Government Operations had 
before it for consideration a report from its Military Operations 
Subcommittee entitled “Defense Standardization Program.” 

After full consideration of the report as sabinitted by the subcom- 
mittee, upon motion made and seconded, the report was approved 
and adopted as the report of the full committee. The chairman was 
directed to transmit a copy to the Speaker of the House. 


INTRODUCTION 


Military supply systems which support the Armed Forces are con- 
cerned with the purchase, storage, distribution, and disposal of enor- 
mous quantities of supply items. Cataloging has revealed that more 
than 3 million different items are contained in the inventories of the 
3 military departments. 

Many of these items are obsolete or otherwise unneeded because of 
superficial group differences. They can be eliminated by standardiza- 
tion. 

The great potential economies in military supply management by 
standardizing items of supply are obvious. Department of Defense 
directives based on a congressional mandate profess to recognize these 
economies. Yet the defense standardization program shows very 
meager accomplishments. The enormous savings potential has not 
been realized. This area of military supply management deserves the 
closest subcommittee scrutiny and followup surveillance. 

The benefits of standardization in reducing the quantities of items 
purchased, in conserving warehouse space and transportation, and 
generally in making more efficient the flow of supplies to military 
users, extend beyond monetary savings in the annual military budget; 
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standardization has a role in crucial combat. There have been in- 
stances when lack of standardized replacement parts handicapped 
military operations in wartime and caused unnecessary loss of lives, 

The hearings held by the Military Operations Subcommittee on 
January 30 and 31 and March 12, 1957, reviewed both the defense 
cataloging and standardization programs. Major emphasis was given 
to standardization because this area has received less attention from 
the Congress than cataloging and because systematic progress in 
standardization is much less evident. 

Department of Defense witnesses at the hearings attributed the 
progress in cataloging partly to the close attention and construc- 
tive criticism which this subcommittee has given to that program. 
The subcommittee believes that its recent hearings constituted the 
first broad-scale review of standardization in the Department of 
Defense. 

A list of witnesses from the Department of Defense and the three 
military departments who appeared at the hearings is appended to 
this report. 

FINDINGS AND RECOMMENDATIONS 


The Department of Defense, in belated recognition of the congres- 
sional mandate for standardization of military supply items, has set 
up comprehensive procedures for a defensewide standardization pro- 
gram. The law was enacted in July 1952 and the basic Department of 
Defense directive formulated in October 1954. The preparatory work 
to implement the directive will not be completed until July 1961. 

The subcommittee finds that the preparatory work of standardiza- 
tion is overburdened with procedural detail, too leisurely in execution, 
and uncertain even in meeting present schedules. 


Recommendation No. 1 


The Department of Defense should reexamine the whole standard- 
ization program with the objectives of simplifying the administrative 
apparatus, compressing the preparatory work and speeding the initia- 
tion of standardization projects. The target date (fiscal year 1961) 


for final completion of preparatory work should be shortened by at 
least a year. 





The preparatory work encompasses the development of “detailed 
plans” by the 3 military departments covering 500 plus commodity 
classes in the Federal supply classification (FSC) system. Before 
actual standardization work can be started in any given class, a de- 
tailed plan must be completed, setting forth the time and manner of 
executing standardization projects. Each military deparment devel- 
ops detailed plans according to fiscal year schedules prepared by the 
Department of Defense. 

The subcommittee finds that the systematic examination of all FSC 
classes for standardization potentials, while commendable for its com- 
prehensive scope, is not presently adapted to selecting important 
moneysaving projects on a priority basis. 

Recommendation No. 2 

The fiscal year programs for preparation of detailed plans should 
be rescheduled to insure that the major standardization effort is di- 
rected initially to commodity areas and specific items or groups of 
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related items which have the largest “paydirt” possibilities. If nec- 
essary, priority projects should be reassigned among military depart- 
ments and their component units to take full advantage of available 
resources for standardization. 





After completion of detailed plans, the first phase of standardiza- 
tion is a process of simplification, designed to purify military supply 
systems of unneeded items and excessive varieties. Simplification re- 
duces the dimensions of the standardization task and prepares the wa 
for technical and engineering analysis involved in further standardi- 
zation. The Department of Defense has projected a target date of 
1964 for final completion of simplification. 

The subcommittee finds that the simplification process, as planned, 
is far too extended. A large part of this work can be performed in 
conjunction with the cataloging program. Commonsense and tech- 
nical competence are needed more than professional engineering talent 
in realizing the benefits of simplification. 


Recommendation No. 3 


The target date (fiscal year 1964) for completing simplification 
should be shortened by at least 3 years and a concerted effort should 
be made by cataloging and standardization organizations to quickly 
purge military supply systems of obsolete items and unessential 
varieties. 





An important part of the cataloging program is the screening and 
identifying of new items. It is estimated that 250,000 to 300,000 new 
items will be cataloged each year and 150,000 items will become obso- 
lete. The present number of cataloged items exceeds 3 million. 

The subcommittee finds that the rapid infusion of new items and the 
slow deletion of old items will defeat the standardization objectives 
unless suitable control methods are devised. 


Recommendation No. 4 


Cataloging and standardization procedures and operations should 
be integrated to limit the entry ane items and speed the exit of 
obsolete items in military supply systems. 





Congressional committee and Hoover Commission criticism has in- 
duced the Department of Defense to speed up preliminary standard- 
ization work in the textile and subsistence areas by instituting special 
procedures for simplification and the adoption of limitation standards 
pending longer-range standardization. 

The subcommittee finds that even under this accelerated program 
an inordinate amount of time is spent in interdepartmental discussion 
and coordination on relatively minor matters, such as Army-Navy 
debate on the merits of loops versus grommets, a 24-hour versus a 
42-hour smoke for frozen slab bacon, and a 12/8-inch versus an 
8/8-inch heel for service women’s dress shoes. 


Recommendation No. 6 


For common-use items repetitively bought and stocked, the mili- 
tary department with assigned standardization responsibility should 
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avoid protracted discussions and conferences and refer disputed cases 
promptly to the Department of Defense Standardization Division for 
decision. 





In areas of quickly changing technology and rapid obsolescence 
associated with the development of more and more complex. weapon 
systems, the problems of standardization are unusually difficult. To 
be effective, standardization must be applied at the stage of basic 
design to minimize the proliferation of peculiar component items. 
Since the design prerogatives in missiles and other weapon systems 
are largely in the hands of contractors, special attention must be 

iven to creating incentives for contractor standardization and devis- 
ing suitable methods of insuring compliance with Government stand- 
ardization requirements. 

The subcommittee finds that the Department of Defense and the 
military departments have been lax and tardy in analyzing the stand- 
ardization problems of weapon systems and in taking corrective action, 
as evidenced by the facts that (1) no assignment has yet been made 
of responsibility for standardization in the missiles area and (2) the 
Air Force began to show some interest in standardization of weapon 
systems components only after a General Accounting Office survey of 
aircraft fuel booster pumps. 


Recommendation No.6 


The Department of Defense should proceed to assign standardiza- 
tion responsibility in the missiles area to a military department; and 
if such assignment is not immediately feasible, an active and thorough- 
going standardzation program for missiles should be conducted at the 
Department of Defense level. 


Recommendation No.7 


The military departments should (a) emphasize to weapon system 
contractors the need for increased standardization, (b) stipulate stand- 
ardization performance in contract documents, (c) institute efficient 
procedures to check compliance with standardization requirements, 
and (ad) weigh standardization performance when evaluating subse- 
quent contract proposals. 


Recommendation No. 8 
The resources of professional engineering societies and industrial 
associations should be utilized to a much greater extent in solving 


dificult standardization problems and in promoting standardization 
on the part of weapon system and other contractors. 





The military departments regard standardization as part-time 
work. Personnel assigned to these tasks are for the most part engaged 
in other duties associated with research and development or procure- 
ment and maintenance operations. In attempting to comply with the 
requirements of the defense standardization program, the departments 
have been beset with budgetary and recruiting problems, partly due to 
the competing demands of other departmental programs. 

The subcommittee finds that defense standardization has not been 

iven the status, attention, and resources which it deserves in view of 
its large moneysaving potentials. 
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Recommendation No.9 


The Secretary of Defense should direct the military departments to 
prepare specific budgets for standardization and to establish increased 
complements of full-time professional and technical personnel for 
standardization work. 





Military agencies let contracts in greater or smaller amounts for 
various standardization ‘services. The need for such contracting is 
attributed in part to the difficulty of recruiting experienced technical 
and professional personnel. 

The subcommittee finds that contracts for standardization services, 
let on a completely decentralized basis, are sometimes directed to rela- 
tively minor projects or to general services not specified in the contract, 
without any systematic measure of performance or reliable evidence 
that the work can be performed better and more cheaply by private 
contractors. 


Recommendation No. 10 
All Jechore contracts for standardization services should be re- 
viewed by the departmental standardization offices, and awards should 


be made only for clearly defined projects in which the hiring of outside 
talent is demonstrably advantageous. 





In addition to preparatory work for the defense standardization 
program, the military departments are carrying on standardization 
projects associated with their own procurement-and-supply activities. 
A major part of the standardization effort still is Sevoted to piecemeal 
projects outside the defensewide program. 

The subcommittee finds that the transition from departmental to 
defensewide standardization is being unduly extended. 


Recommendation No. 11 


In keeping with the previous recommendations for speeding up the 
defense standardization program, existing and projected departmental 
projects should be quickly integrated with those scheduled under the 
defensewide program. 


RELATIONSHIP TO CATALOGING 


From time to time the Military Operations Subcommittee has re- 
viewed progress in the defense cataloging program. In a complex 
COREY apr a extending over a decade, that program has sought to 
identify the myriad of items in the military supply systems, assigning 
to each separate item grouped in commodity classes 1 name and 1 
number. After the identification phase, which is now virtually com- 
pleted, the cataloging program contemplates the progressive replace- 
ment of old stock numbers, names and other identification data by the 
new (conversion), and progressive application of the Federal catalog 
system to all phases of military supply management and operations 
(utilization). 

The cataloging program serves to eliminate different names and 
numbers for the same item; that program by itself does not do much 
to reduce the actual quantity of physical items in military supply. 
To achieve such reduction is the job of standardization. 








6 DEFENSE STANDARDIZATION PROGRAM 


Thus cataloging and standardization are intimately related. The 
benefits of cataloging will not be realized in the main unless the knowl- 
edge so acquired is applied in a vigorous program of standardization 
carried out in close integration with cataloging. 

The degree of integration has been limited by the inordinate com- 
plexities of military organization and administration and by the 
ambitious separate schemes evolved for defensewide cataloging and 
standardization. 

With so many procuring and using activities in the Defense Estab- 
lishment, it took years and thousands of persons to work out uniform 
procedures and to classify, describe, name, and number the vast pro- 
fusion of military supply items. More years will pass before the 
uniform catalog system will be fully in operation. 

Having completed the identification phase of cataloging, the De- 
partment of Defense is now developing procedures to examine the 
whole universe of cataloged items for standardization possibilities. 
Conceivably standardization, at least in its initial stages, could have 
gone hand in hand with cataloging. Given the requisite staffing and 
administrative arrangements, technically competent catalogers could 
have quickly eliminated from the military supply systems a vast 
number of unneeded items shown by cataloging to have only super- 
ficial group differences. 

To a very limited extent, this shakedown process has occurred in 
cataloging. However, the elimination of unneeded items is now a 
major task reserved for standardization under the procedure known 
as “simplification.” Not until 1964 will simplification—the first and 
easiest phase of standardization—be completed, according to Depart- 
ment of Defense plans. 

Department of Defense witnesses drew a contrast between the 
technical skills required for cataloging and standardization. They 
asserted that a transfer of skills was limited because “the basic natures 
of these two functions are different.” In standardization they saw a 
need for mature, professional engineering judgment to solve problems 
not present in cataloging (hearings, pp. 32, 36). 

The validity of this assertion depends in some part on the manner 
in which the two programs are conceived and executed. If simplifi- 
cation had been tied directly to the cataloging process instead of being 
relegated to future standardization, ultimate workloads in both areas 
might have been considerably reduced, economies more quickly real- 
ized, and technical personnel more efficiently employed. 

Cataloging and standardization both need competent engineering 
and technical personnel. It may be that too little engineering talent 
has been devoted to cataloging and too much is ascribed to standardiza- 
tion. In the simplification phase of standardization, particularly 
where common-use items like screwdrivers, nuts and bolts, wearing 
apparel, and lumber are to be screened for elimination of thousands 
of varieties, perhaps more drive and commonsense than special engi- 
neering skills are needed. 


STATUS OF CATALOGING PROGRAM 


Since the defense standardization program, as presently planned, 
depends upon the availability and use of Federal catalog data, the 
status of the cataloging program will be briefly summarized. 





ww 


5S aww .~v 





DEFENSE STANDARDIZATION PROGRAM 7 


Department of Defense witnesses reported that the identification 
phase of the Federal catalog system was ea 5 in December 1956, 
signifying the first time that military supply items have been uni- 
formly identified. ' 

Conversion of all existing stock numbers, names and other identifi- 
cation data to the Federal system, a process now underway, is expected 
to be completed by December 1958. The total number of conversions 
scheduled is 3,487,238, of which 1,597,925 or 46 percent were completed 
by December 31, 1956. eee 

Cataloging has identified 3,128,613 separate items in military sup- 
ply systems. It is estimated that 600,000 “thought to be different” 
new items will be submitted by the military services for identification 
this year. Cataloging may reduce these to approximately 250,000 to 
300,000 actually different items, to which new stock numbers will be 
assigned. 

An estimated 150,000 old items will drop out of the supply systems 
each year, which deletions must be recorded in catalog operations, 
It is expected also that several hundred thousand item identifications 
will require yearly revisions as a result of standardization programs, 
engineering changes, and changing equipment maintenance require- 
ments. 

To maintain the Federal catalog system and meet the day-to-day 
requirements of the military services, procedures have been modified 
to speed up cataloging operations. For new procurements, item iden- 
tifications submitted by the services are centrally reviewed and ap- 
proved, and stock numbers assigned, within a period of 10 working 
days. Further speedup to 72 hours (for 50 percent of the item 
identifications) is expected when an IBM automatic data-processing 
system, installed in December 1956, commences active operations in 
July 1957, replacing the present electric accounting machines. 

For the 114 million item identifications now processed and filed 
manually, mechanizing operations are under study, and by the time 
of complete conversion to the Federal catalog data in December 
1958 it is expected that all cataloging operations will be under auto- 
matic data-processing. 

In addition to the development of automatic data-processing, a 
communications system for quickly transmitting identification data 
between the departmental activities and the central cataloging or- 
ganization has been under study for a year. An operational test is 
being conducted of several new means of communication between the 
central cataloging organization and an Air Force supply activity. 
The Department of Defense anticipates that if this transmission test 
is successful and facilities are established, the current average of 14 
days (mailing time) will be reduced to 24 hours. 

Finally, the combined results of automatic data-processing and 
rapid transmission of data are expected to guarantee that a military 
activity can have a new item screened against all items in the Depart- 
ment of Defense and a Federal stock number assigned within 96 
hours after request. These expectations relate to actions several 
years hence. 

The catalog system, which now covers military supply items, is 
being extended to include industrial production equipment owned 
by the Department of Defense, whether located in industrial facili- 
ties, in maintenance and overhaul facilities, in reserves, or in the 
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hands of private contractors, This equipment includes lathes, mills, 
grinding machines, pupee presses, belimers equipment, and the like. 
1 to number 600,000 items, 


Identification of such equipment, estimate 
is scheduled for completion by June 1960. 

_ Close cooperation, according to Department of Defense testimony, 
is maintained with the General Services Administration for catalog- 
ing supply items of the civilian agencies, During fiscal year 1956 
the central cataloging organization in the Department of Defense 
processed and stock numbered 30,000 General Rac vicus Administra- 
tion items. It is prepared to process 65,000 such items during this 
fiscal year, and is programing to process 160,000 additional items in 
fiscal year 1958. Ultimately the Federal catalog system will embrace 
all civil as well as military agencies of the Federal Government. 

Beginning with fiscal year 1957, central cataloging operations are 
financed through a management fund. Each of the three military 
services contribute one-third of the total cost of the central catalog- 
ing operation, although organization and direct command responst- 
bilities remain in the Office of the Assistant Secretary of Defense for 
Supply and Logistics. The General Services Administration also 
will contribute to this fund beginning in fiscal year 1958. The De- 
partment of the Air Force acts as financial agent and provides admin- 
istrative services for the central cataloging organization. 

In fiscal year 1957 there were 6,000 persons assigned to the cata- 
loging program. For fiscal year 1958 the number will drop to 
5,200. The workload for the next several years is expected to be 
equal to or slightly larger than that required for the identification 
phase of the program in the past 2 years. 

In the past 9 years (fiscal years 1949 through 1957) more than $300 
million had been expended on cataloging operations, of which $149.8 
million are identified with the Federal program and $152.8 million 
with the departmental programs, 

Advantages in the utilization of Federal catalog data were cited 
by Department of Defense witnesses in such supply management 
areas as the single-manager plan, interservice supply support (cross- 
servicing), inventory reduction, redistribution of excess property, and 
diadartrontion The single-manager plan now includes subsistence, 
medical, clothing-textiles and petroleum commodity areas. These 
represent 2 percent of the line items in military supply systems but 
account for 20 percent of the volume of transactions or an annual 
business of $2.6 billion. 

Since the hearings were devoted largely to standardization, this 
report will not attempt to evaluate in detail the defense cataloging 
program. The subcommittee is heartened by the visible evidence of 
progress after many years of effort, a large expenditure of public 
funds, and a considerable amount of confusion and error. 

The subcommittee believes that without its continued interest in 
the cataloging program and without its insistence on performance 
by reasonable target dates, Federal cataloging still would be a bone 
of contention and controversy among the military services rather than 
an accepted and well-defined program. At the same time the sub- 
committee is mindful of the fact that weaknesses in cataloging policy 
and operations, in the face of emphasis on target date performance, 
induced a certain amount of overhasty or slipshod cataloging, requir- 
ing revision and correction. Mistakes made in the endeavor to meet 
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goals were acknowledged by Department of Defense witnesses (hear- 
me pp. 54-56). 

ow that the groundwork for the Federal catalog system has been 
laid by achievement of uniform identification, benefits will be real- 
ized only by systematic utilization of the catalog in all phases of 
supply management and by its instrumental value in standardization. 





STATUTORY BASIS FOR STANDARDIZATION 











The close relationship between cataloging and standardization was 
recognized by the Congress in enacting Public Law 436, 82d Con- 
ress, known as the Defense Cataloging and Standardization Act. 
his act created a Defense Supply Management Agency and charged 
it with defensewide iasebatiie for developing “a single catalog 
system and related supply standardization program.” 

Standardization is not a new concept. The military departments 
in their separate supply systems had been concerned with standardiza- 
tion in one way or another even before the passage of Public Law 436 
in July 1952, When the National Security Act of 1947, the so-called 
military unification law, was passed, standardization was one of the 
functions vested in the statutory Munitions Board created under that 
act. However, no thoroughgoing defensewide standardization pro- 
gram was developed. 

The standardization effort prior to the 1952 law was character- 
ized as a “very limited effort” consisting of individual projects mainly 
concerned with engineering standards or the development of specifica- 
tions. There was no integrated plan for standardization and no uni- 
form policy guidance. Budget support was uncertain, responsibilit 
was diffused between the Department of Defense and the three mili- 
tary departments, and there was no means for systematically measur- 
ing performance. The enactment of Public Law 436 signified a need 
for “complete reorientation of the effort” (hearings, pp. 36-37). 

Under Reorganization Plan No. 6 of 1953, the Munitions Board 
and the Defense Supply Management Agency both were abolished 
and the functions of these offices were transferred to the Secretary of 
Defense and delegated to the Assistant Secretary of Defense for Sup- 
ply and Logistics. The latter office now has the responsibility for 
developing a defensewide standardization program. This reorgani- 
zation does not alter the obligation of the Department of Defense to 
execute a standardization program in accord with the provisions of 
Public Law 486. 














DIRECTIVES ON STANDARDIZATION 







1953 directive 


The first Department of Defense directive on standardization fol- 
lowing the enactment of Public Law 436 was issued February 2, 1953, 
by the then Director of the Defense Supply Management Agency, J. W. 
Fowler. The stated objectives of the program as contained in this 
directive were: to increase the combat effectiveness of the military 
forces and to conserve money, manpower, time, productive facilities, 
and natural resources, 

To reach these objectives the Department of Defense proposed (fol- 
lowing the wording of Public Law 436) to achieve “the highest prac- 
tical degree” of standardization by developing and using single 
specifications, eliminating overlapping and duplicating item specifi- 
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cations, reducing the number of sizes, kinds, or types of supply items, 
insuring interchangeability of components, developing uniform pack- 
ing and preservation practices for the same or similar items, and elimi- 
nating duplicate inspection facilities and services. 

The approach to standardization, according to the 1953 directive, 
would be “to study entire areas or categories of materiel for standardi- 
zation feasibility.” 

The 1953 directive was criticized by the present staff director for 
standardization (John J. Dunn) in the Department of Defense as 
lacking specific direction for assigning responsibilities and achieving 
the stated objectives. He said also that the directive omitted details 
on a very important basic policies for this program” (hearings, 

. 37). 
: Thus for a considerable period of time since the enactment of Public 
Law 436 in July 1952, there was considered to be no adequate formu- 
lation of doctrine or directive from the Department of Defense. 


1954 directive 


_ On October 15, 1954, Department of Defense Directive 4120.3 was 
issued. This is regarded now as the basic standardization directive. 
The objectives of the standardization program are declared to be: 


1. Adoption of the minimum number of sizes, kinds, or types 
of items and services essential to military operations. 

2. Achievement of the optimum degree of interchangeability 
of the component parts used in these items. 

3. Development of standard terminology, codes, and draw- 
ing practices to achieve common understanding and 
clear interpretation of the description of items and 
practices. 

4, Preparation of engineering and purchase documents to 
insure the design, purchase, and delivery of items con- 
sistent with the scope and purpose of the defense stand- 
ardization program. 

5. Providing the military departments with the most reliable 
equipment possible by the adoption of materiel which 
has been evaluated in accordance with established Gov- 
ernment specifications and standards. 


Under the new directive, the Assistant Secretary of Defense for 
Supply and Logistics assigns to the military departments respon- 
sibilities for portions of the standardization program. Each military 
department is directed to develop a detailed plan for achievement and 
maintenance of standardization for its portion, in collaboration with 
the other interested departments. 

Initial efforts in standardization are to be directed toward elimina- 
tion of unneeded items (simplification). The next step is to be an 
analysis of remaining varieties, types, kinds, and sizes of items for 
further elimination of items or the development of new standard 
items to replace existing ones. 

Procedures may provide for achievement of standardization by 
individual military departments, joint task groups, or in cases where 
the art is rapidly developing, by use of standing committees. Pro- 
vision also is made for the use of industry advisory committees to 
assist in the standardization work. 

Priority projects in standardization are to be set up, based on 
identifiable beanie, 
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Programs of the military departments are to be submitted to the 
Assistant Secretary of Defense for Supply and Logistics for purposes 
of review. That office also is to resolve conflicts, 


ORGANIZATIONAL SETUP 


In the office of the Assistant Secretary of Defense for Supply and 
Logistics a Director of Cataloging, Standardization, and Inspection 
exercises general supervisory direction over these designated activ- 
ities, coordinate with several other directorates. His unit in turn 
is divided into three divisions: Cataloging, Standardization, and 
Inspection and Quality Control. The Standardization Division, 
headed by a staff director, is immediately responsible for supervising 
the defensewide standardization program. 

The 1954 directive requires each military department to establish 
a standardization organization so organized and staffed as to effec- 
tively carry out, for its department, delegations of responsibility for 
standardization from the Department of Defense. The organiza- 
tional unit in each department (referred to as the departmental 
standardization office) is to coordinate the standardization efforts of 
the services, bureaus, and commands; assist in budgetary preparation 
and staffing; develop departmental policies and procedures, including 
those for monitoring departures from standards and specifications; 
prevent overlapping and duplicating specifications and standards; 
and maintain the official channel of communication between the 
department and other departments and the Department of Defense, 

“ach military department is to furnish one member and alternate 
to serve as adviser to the staff director, Standardization Division, 
Office of the Assistant Secretary of Defense for Supply and Logistics. 
The Army, Navy, and Air Force advisers are known as the Advisory 
Group to the Standardization Division. 

In conformance with the Department of Defense directive, the 
Department of the Army has designated as its central organizational 
unit for standardization the Standards Branch in the Procurement 
Division, Office of the Deputy Chief of Staff for Logistics, who gives 
general direction to the program. Within the Standards Branch, the 
Chief of the Standardization Section (comprising nine persons) is 
the Army adviser to the staff director for standardization at the 
Department of Defense level. 

In the Department of the Navy, under the general direction of the 
Assistant Secretary of the Navy (Material), the Chief of Naval 
Material has been assigned the responsibility for the Navy portion of 
the standardization program. Within the Office of Naval Material 
the Standardization and Packaging Branch (comprising 15 persons) 
of the Supply Programs Division has been designated as the Navy 
standardization office. The head of this branch is Navy adviser to 
the staff director for standardization at the Department of Defense 
level. 

In the Department of the Air Force, responsibility for the stand- 
ardization mission has been assigned jointly to the Air Research and 
Development Command and the Air Materiel Command. The de- 
partmental standardization office (comprising 10 persons) is located in 
the Standardization Branch, Cataloging and Standardization Divi- 
sion, Directorate of Supply at the Air Materiel Command. This office 
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is also responsible for the standardization functions of that particular 
command. The Air Research and Development Command likewise 
has a command standardization office at Wright Air Development 
Center. Thus the Air Force has a departmental standardization office 
and two command offices responsible for standardization. All are 
located at Wright-Patterson Air Force base. 

Broad supervision over Air Force standardization activities is exer- 
cised by the Deputy Chief of Staff for Development at USAF Head- 
eens The latter acts as the Air Force point of contact with the 

standardization Division at the Department of Defense level. 

The three military departments, through their central standardiza- 
tion offices, determine which of the technical services (Army), bu- 
reaus (Navy), or air materiel areas (Air Force) will be responsible 
for the actual work of standardization. These units in turn usually 
have designated a central standardization office for parceling out 
standardization operations to the component activities. 


COMPLIANCE WITH BASIC DIRECTIVE 


The staff director for standardization (Mr. Dunn) in the Depart- 
ment of Defense stated that the 1954 directive has been generally 
implemented by the military departments, but not to a “wholly satis- 
factory” degree. He attributed deficiencies to the stage of develop- 
ment of the standardization program rather than to lack of coopera- 
tion by the departments. As late as December 1956, however, 
documentary evidence that certain implementing policies and pro- 
cedures had been put into effect was sought from the departments 
(hearings, pp. 86-87). 

The Army contends that it is organized and staffed for effective 
implementation of the Department of Defense standardization direc- 
tive and that it has complied with the directive (hearings, exhibit J). 
Mr. Dunn stated his belief that the Army organization for this purpose 
was deficient in some respects (hearings, p. 41). 

The Navy advised the subcommittee that it 1s adequately organized 
but not adequately staffed for effective implementation of the directive. 
The major deficiency in implementation, attributed partly to lack 
of available manpower, was that— 


no comprehensive review system has yet been established for 
“monitoring departures from standards and specifications” 
(hearings, exhibit J). 


The Air Force advised the subcommittee that it considered the 
directive to be fully implemented except for the periodic reportin 
of waivers and deviations to standards, as in the Navy’s case. Fiel 
activities were being instructed to establish the necessary reporting 
channels and procedures. Staffing was considered to be adequate 
for standardization purposes (hearings, exhibit J). 

Staffing problems in standardization are considered elsewhere in 
this report. 

ASSIGNMENT OF SUPPLY CLASSES 


The more than 3 million items in the military supply systems are 
divided into some 530 Federal Supply Classification (FSC) classes 
developed in connection with the Federal cataloging program. The 
1954 directive contemplated that for standardization purposes the 
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supply items would be assigned to the military departments by classes 
in the FSC system. ‘This division of responsibility among the three 
military departments “was the subject of some protracted negotiations” 
(hearings, p. 41). 

By a memorandum dated March 9, 1955, the Assistant Secretary 
of Defense for Supply and Logistics (Thomas P. Pike) assigned 394 
FSC classes for standardization. He also found it necessary to 
establish an ad hoe committee to develop recommendations on 88 
classes. for which there were conflicting claims by the military 
departments. 

The final report of the ad hoc committee, submitted under date of 
May 31, 1955, agreed on 63 cases and proposed that the 25 remaining 
contested cases be assigned by the Assistant Secretary. 

By a memorandum dated June 2, 1955, Mr. Pike made additional 
assignments of 112 classes, including most of the contested cases. As 
of that date, he cited a total of 517 FSC classes, of which 506 were 
assigned as follows: Army, 240; Navy, 169; Air Force, 86; Armed 
Services Medical Procurement Agency, 10; National Security Agency, 
1. Eleven classes were withheld from assignment, of which 6 were 
said to lack standardization potential and 5 to require “further clari- 
fication” (hearings, exhibit M). 

Some adjustments have been made in the 1955 class assignments. 
At the time of the hearings in January 1957, the Army had 239 
classes; the Navy, 183; and the Air Force, 89. The Navy acquired the 
assignments previously made to the Armed Services Medical Procure- 
ment Agency when that organization was disestablished and its func- 
tions transferred to the Navy as single manager for medical supplies. 

A recapitulation as of June 25, 1957, submitted by the staff director 
for standardization in the Department of Defense, cites a total of 
537 FSC classes, of which 510 have been assigned to the military de- 
partments, 7 have been withheld from assignment as lacking stand- 
ardization potential, 5 have been recently established and are under 
study for appropriate assignment, and 15 are unassigned because they 
are in the research and development stage. 

Assignments of FSC classes are supposed to take into account de- 
partmental capacity and supply interest. Since the whole range of 
commodity classes is involved, the division of labor is sometimes arbi- 
trary. The Air Force, for example, is charged with standardization 
of miscellaneous hardware. Undoubtedly a big user of such items, 
the Air Force would seem more suited to other standardization tasks. 

The division of labor by commodity classes and by departments 
causes packaging and packing of bulk materials to go to the Air 
Force; boxes, crates, and cartons to the Navy; and bags and sacks 
to the Army. 

The Army is concerned with primary batteries, the Navy with 
secondary batteries. The Army is concerned with blocks, tackle, rig- 
ging, and slings; the Navy with winches, hoists, cranes, and derricks. 

Prefabricated and portable buildings go to the Navy, but miscel- 
laneous prefabricated structures go to the Army. 

For some reason the Army is commissioned to standardize tobacco 
manufacturing machinery and also (perhaps for sentimental rea- 
sons) saddlery, harness, whips, and related animal furnishings. 

Musical instruments also go to the Army, but the Air Force winds 
up with sheet and book music. 


23015°—58 H. Rept., 85-1, vol. 7——8 











14 DEFENSE STANDARDIZATION PROGRAM 





As an Air Force witness explained it, the three departments readily 
asserted their prime interest in certain supply classes, but had to take 
some they did not want, those in the “middle gray area.” He agreed, 
however, that assignments even on the basis of “prime interest” did 
not necessarily mean that the assignee was best equipped to ex- 
peditiously perform the standardization work (hearings, p. 142). 

Guided missiles and atomic ordnance are in 15 classes of unassigned 
items. In November 1955 the Navy had tentatively acquired the 
missile standardization assignment, but it was withdrawn. As a 
Navy witness explained (hearings, p. 177) : 

It is still centralized within the Department of Defense be- 
cause there are three claimants. That letter which you read 
was our advertising brochure as to why the Navy itself should 
have been given this responsibility. _We were keen for it. In 
the area of things that fly, the Air Force obviously took over 
most classes. So that the Bureau of Aeronautics, particu- 
larly, was a strong contender to go into this area and do a job. 


The Department of Defense advised the subcommittee that it decided 
to withhold the assignment of guided missiles and the components, 
controlling systems, launchers, and handling equipment peculiar to 
guided missiles, on the ground that the items in these FSC classes were 
still in the research and development stage. Standardization was con- 
sidered to be premature until the art should become stabilized (hear- 
ings, exhibit H). 

Evidently the jurisdictional claims of the military departments for 
missile development are not altogether resolved and their missions in 
the rapidly approaching age of nuclear-missile weapons are no more 
stabilized than the art. 

Rear Adm. John E. Clark, Director of Guided Missiles in the Office 
of the Chief of Naval Operations, is authority for the following state- 
ment reported in the February 25, 1957, issue of Aviation Week maga- 
zine: 

* * * missile programs have failed completely in the area 
of dollar cost. Unit costs have risen even after the missiles 
have been placed in mass production, and this has never hap- 

ned before. 

Part of the blame, Clark said, was the military’s outdated 
specifications and standards, delays in decisions, insistence on 
changes conspired to increase the cost * * *. 


This statement suggests that there is pressing need for standardiza- 
tion in the missile field. The fact that missile technology is rapidly 
developing does not obviate the need for standardization ; it only makes 
the problems more complex. To wait until the art is “stabilized” 
means that standardization would have to cope with a historical ac- 
cumulation of endless varieties of items emerging from the various 
development and production contracts. 

In view of the heavy dollar outlays for missile development and the 
steadily increasing importance of missiles in the defense arsenal, it 
behooves the Department of Defense to attack the standardization 
problems in this area with unusual vigor. The Department of Defense 
reports that initial efforts are being directed to— 


areas of common engineering practices and common use items 
as related to guided missiles (hearings, exhibit H). 
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PREPARATORY STANDARDIZATION WORK 


The allocation of items by classes to the military departments does 
not mean that standardization proceeds forthwith. Department of 
Defense procedures call for an extended period of preparatory work, 
This includes screening of classes for standardization potentials by 
each military department and its component units (assignee depart- 
ment or activity), reaching agreement with the other interested depart- 
ments on their component units (participating department or ac- 
tivity), and submitting preliminary reports, detailed plans, and prog- 
ress reports to the Standardization Division of the Department of 
Defense. The latter prepares policy guides and fiscal year programs 
scheduling the workload for each department. 

A Military Manual for Standardization (M201), prepared in June 
1955 and revised from time to time, sets forth basic doctrine and pro- 
cedure for guiding the standardization work of the military depart- 
ments. 

The preparatory phases of standardization, as outlined in this man- 
ual, encompass the following steps to be taken by the military depart- 
ments: 

(1) Prepare schedules of preliminary reports to be submitted 
to the Department of Defense during the ensuing fiscal year by 

uarters ; 
- (2) Prepare and submit preliminary reports on each FSC class 
(or group of related classes) specifying dates when detailed plans 
will be prepared for standardization action ; 

(3) Collect and analyze data preparatory to the development 
of detailed plans; 

(4) Prepare detailed plans in collaboration with interested ac- 
tivities of the other departments, specifying areas suitable for 
standardization, priorities for undertaking studies, units or 
groups assigned to make the studies, and time schedules for acti- 
vation ; 

(5) Forward the coordinated detailed plans to the Standardi- 
zation Division of the Department of Defense for review, ap- 
proval, and return to the assignee for action. 

The essential feature of the preliminary reports in steps 1 and 2 
above was the establishment of dates for the submission of detailed 
plans. The responsibility for developing and coordinating within the 
military departments the dates for submission of detailed plans was 
taken over by an Interdepartment Program and Scheduling Commit- 
tee after July 1956 as a part of fiscal year programing operations. 
Thereafter a “Letter of Activation” was required of the military de- 
partments in lieu of a preliminary report. The date of the letter sig- 
nifies the official starting date for the assignment of resources for the 
development of the detailed plan. 

Attention focuses on the detailed plan in the preparatory work of 
standardization. Such plans do not measure actual achievement in 
standardization, but set forth the timing and manner in which the 
standardization job will be done in each area. They are “an adminis- 
trative device to facilitate management of the effort” (hearings, p. 
105). The detailed plans are subject to revision from year to year, 
which revision in itself is a task of major administrative proportions. 
Actual standardization work waits on the completion of detailed plans. 
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FISCAL YEAR PROGRAMS 


The yearly quotas of detailed plans (preceded by letters of activa- 
tion), which the military departments are supposed to meet, have not 
been met because of budgetary and staffing problems and competing 
demands of their own standardization projects. 

The work program for fiscal year 1956, promulgated by the Depart- 
ment of Defense in August 1955, called for the completion, among 
other things, of 73 detailed plans (50, 13, and 10 for the Army, Navy, 
and Air Force, respectively). Since 2 months of the fiscal year were 
by this time gone, the military departments found little or no oppor- 
tunity to program resources for this work as part of the regular 
budget cycle. 

In October 1955 the Department of Defense announced the work 
program for fiscal year 1957. This required, among other things, 
that the departments submit an additional 105 detailed plans (35, 50, 
and 20 for the Army, Navy, and Air Force, respectively). 

By the end of December 1955, it was found that performance was 
“abysmally short of what the schedule provided” (hearings, p. 102). 
The Secretary of Defense (Charles E. Wilson) taking note of this 
seriously lagging effort, by memorandum dated January 25, 1956, 
ordered the military departments to “take immediate steps to support 
and expedite this program.” He directed that the noncompleted por- 
tions of the 1956 program together with the 1957 program be com- 

leted by the end of fiscal year 1957. This was to be accomplished 
oy reprograming all available resources within the departments (hear- 
ings, exhibit L). 

Reluctant to divert manpower from other activities and lacking 
any specific directives which assigned priority to the defense stand- 
ardization program above other bureau and service programs, the 
departments were unable or unwilling to comply with the announced 
work schedules. In the spring of 1956 the program for that fiscal year 
was drastically cut back and the 1957 program was revised downward 
as well (hearings, p. 42). 

According to the director of standardization in the Department 
of Defense, almost a whole fiscal year was lost in attempting to solve 
the departmental budgeting problems posed by the defense standardi- 
zation program (hearings, p. 103). 

To match yearly schedules with available resources, to elicit agree- 
ment among the departments, and to keep the program from com- 
pletely bogging down, the Interdepartmental Program and Schedul- 
ing Committee referred to above was established. The Air Force 
took credit for recommending its creation (hearings, pp. 103, 131). 

The revised 1957 program, issued in June 1956 and also too late for 
consideration in the normal budget cycle, calls for the completion of 
83 detailed plans (43, 23, and 17 for the Army, Navy, and Air Force, 
respectively). At the time of the subcommittee’s hearings in January 
1957, at the midpoint of the fiscal year, only 8 plans had been approved 
by the Department of Defense, with 6 more in the offing, and a few 
others in various stages of preparation (hearings, pp. 50, 103). 

The fiscal year 1958 program, promulgated in July 1956, calls for 
the completion of 145 detailed plans (74, 47, and 24 for the Army, 
Navy, and Air Force, respectively) during that year and an additional 
85 plans to be started but not completed until after the fiscal year. 
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At the January 1957 hearings the Army representatives stated that 
they expected to accomplish 90 percent of their assigned program of 
letters of activation and detailed plans for fiscal year 1957. If the 
required funds and manpower were made available, they expected 
to overcome the “slippage” and complete the 1958 fiscal year program 
on schedule (hearings, pp. 157-158). 

The Navy, with 8 detailed plans scheduled for submission by the 
first half of fiscal year 1957, had submitted only 1. Its representatives 
pledged “strenuous efforts” to submit all 23 plans scheduled for the 
fiscal year (hearings, p. 169). In a subsequent communication the 
Navy advised the subcommittee that as of May 26, 1957, it had sub- 
mitted 9 detailed plans to the Department of Defense for approval; 
and that of the remaining 18 in the schedule for the fiscal year (ending 
June 30, 1957) “every effort is being made to bring them to completion 
on schedule” (hearings, exhibit J). With 1 month remaining in the 
fiseal year, this achievement was not likely. 

The Air Force had submitted 2 detailed plans on schedule by the 
first half of fiscal year 1957, with 15 more scheduled for the second 
half. Subsequently the subcommittee was advised that at the end 
of the third quarter 4 detailed plans had been submitted, with the 
remaining 13 of the fiscal year program expected to be submitted 
on schedule. 

By the end of fiscal year 1958, if schedules are met, 230 detailed plans 
will be completed, covering less than half of the 500 plus FSC 
classes. It is expected that by the end of fiscal year 1961 detailed 
plans for all assigned classes will be completed. 


OLD VERSUS NEW PHASE 


The 5-year stretch of detailed plans for standardizing items within 
FSC classes represents preparatory standardization work under the 
so-called new phase—the defense standardization program belatedly 
conceived in response to the mandate of Public Law 436. Existing 
standardization projects, generated in the course of departmental pro- 
curement and supply operations, are called the old phase. The differ- 
ence between the approaches was described by an Army witness in 
these terms (hearings, p. 112) : 


Under the old approach the standardization of armored 
vehicles was considered as a project and efforts were made 
to standardize all components in this family of vehicles; 
under the new approach, these components are considered 
along with all other items classified in the same commodity 
class. Carburetors, for example, will be considered as a class, 
regardless of the vehicle in which they have been established. 


As matters stand now, the defense standardization program (new 
phase) is superimposed upon the old phase projects of the several 
departments. Just as the Federal cataloging program and depart- 
mental programs go on simultaneously, with intricate procedures for 
effecting transition (conversion) to a single catalog system, stand- 
ardization continues under two sets of programs, with a transition 
to be made to the single defensewide program sometime in the future. 
Transfer of projects from old to new phase is a procedural matter 
contingent upon the completion of detailed plans to cover the FSC 
classes in which the projects fall. 
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The Department of Defense expects that the transition will be 
accomplished within 5 years, when detailed plans are completed for all 
new-phase projects. Meanwhile the military departments, pleading 
urgency or operating requirements in current procurement, continue 
to initiate new projects under the old phase. 

The policy guide of the Department of Defense for the fiscal year 
1957 standardization programs reminded the departments that “the 
existing phase of the program will progressively terminate as detailed 
plans under the new phase are approved.” Emphasis was to be placed 
on completion of old-phase projects during fiscal year 1957 (hearings, 
exhibit B). 

Data supplied to the subcommittee show that at the beginning of 
the fiscal year there were 2,441 old-phase projects in process, 2,265 
scheduled for completion, and 2,644 scheduled to be initiated. With 
420 to be transferred to the new phase, there remained 2,400 old-phase 
projects in process at the end of the fiscal year—the same number as 
at the beginning (hearings, p. 110). 

Under the new phase, it was expected that 1,260 would be initiated 
and 420 transferred, making 1,680 new-phase projects in process at 
the end of the fiscal year. The Department of Defense expects that 
in fiscal year 1958 and thereafter the accomplishment of actual stand- 
ardization work in new-phase projects will predominate over the 
planning and scheduling aspects of the workload (hearings, p. 110, 
and exhibit C), 

BUDGET AND STAFFING PROBLEMS 


The Department of Defense reported to the Congress on July 31, 
1956, in its eighth semiannual report that the fiscal year 1958 program 
had been established in time to be included in budget estimates for 
that fiscal year. This report was premature since budgeting for 
standardization is now slated for inclusion in the fiscal year 1959 

rogram. It will be the first time that standardization is brought 
into the regular budgetary cycle. Until that time funds are provided 
by reprograming ; that is, by reapportioning funds from other depart- 
mental programs (hearings, pp. 13-14). 

Programing in the regular budgetary cycle will not mean that 
all the standardization work of the military departments is identified 
in the budget justifications. Funds for such work are contained in 
appropriations for research and development and procurement and 
maintenance. The staff director for standardization in the Depart- 
ment of Defense said it was an open question whether the management 
effort of identifying standardization in the budget structure was 
justified. Preliminary steps were being taken to find out (hearings, 

.12). 

: The greater part of the personnel engaged in standardization work 
also are charged with other duties since standardization cuts across 
functional lines. The standardization effort by and large represents 
part-time work or collateral duties of military department personnel. 

Consequently, manpower estimates for the most part are rough 
approximations or guesses due to the difficulty of identifying stand- 
ardization work in supply management and operations, whether per- 
formed by departmental or contractors’ personnel. As stated by an 
Air Force witness: 


* * * our accounting procedures and manpower controls 
are not set up to reflect the number of people that are in- 
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volved in this business, so anything that we can do [to esti- 
mate] isin effect a guess * * * (hearings, p. 133). 


Furthermore, the various manpower estimates do not clearly dis- 
tinguish between standardization associated with departmental pro- 
curement and other supply activities and the standardization require- 
ments of the defensewide program. 

In terms of man-years rather than actual personnel, overall de- 
fense standardization requirements were estimated at 2,125 for fiscal 
year 1956, at 3,201 for fiscal year 1957, and at 3,627 for fiscal year 
1958 (hearings, p. 15). 

The Army counted 1,132 persons as of December 31, 1956, actually 
on its payroll for all phases of standardization work. Spaces allotted 
to this program were increased to 2,287 early in February 1957. 

By the third quarter of fiscal year 1957 the Army had 61 military 
and 1,437 civilian or a total of 1,398 personnel engaged in standardiza- 
tion activities. For fiscal year 1957 the Army had apportioned $11,- 
800,000 and for fiscal year 1958 had requested $15,250,000 (hearings, 
p. 149, and exhibit J). 

The Navy reported that on April 30, 1957, manpower available to 
support the defense standardization program was equivalent to 941 
full-time employees, although less than 20 percent of the effort is 
furnished by full-time employees. Matched against estimated require- 
ments of 1,073 man-years for fiscal year 1957, the Navy noted a deficit 
of 132 man-years. Against projected requirements of 1,145 man- 
years for fise: al year 1958, it anticipated a deficit of 195 man-years. 

The Navy advised the subcommittee that recruiting for the defense 
standardization program—diflicult and slow at. best despite increased 
emphasis and attention to the program in fiscal year 1957—had been 
virtually halted, and previously established personnel ceilings with- 
drawn. The Navy attributed this action to a memorandum of March 
18, 1957, by the Secretary of Defense ordering a substantial reduction 
in the number of departmental personnel (heari ings, exhibit J). 

Accordingly to Air Force testimony, 426 man-years were devoted 
by that Department to the defense standardization program in fiscal 
year 1956, and the estimate for fiscal year 1957 was slightly over 600 
(hearings, p. 134). 

Witnesses generally emphasized the difficulties of recruiting expe- 
rienced engineering and technical personnel—even when increased 
personnel ceilings were authorized—for the performance of stand- 
ardization tasks. 

An Army spokesman emphasized, however, that engineering talent 
was required for a rel: atively small part of standardization. He made 
a “considered guess” that between 15 and 25 percent of the total per- 
sonnel in standardization had to be professional engineers (hearings, 

123). 
ss A Navy witness stated that to remedy the shortage of qualified engi- 
neering personnel, equipment specialists were being ned as widely a 
possible, with en gineering skills reserved for final review and ne ba 
tion (hearings, p. 169). 


CONTRACTING FOR STANDARDIZATION SERVICES 


Partly to overcome personnel shortages, the military departments 
have contracts with private firms for standardization services.. At 
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the time of the hearings the Army had outstanding 48 contracts for 
standardization services totaling $885,556. In the past few years 
roughly 16 percent of Army funds for standardization went to con- 
tractors. The Army technical services were reported as intending to 
increase the amount of their contracting for standardization services 
because of the lack of engineering talent and capable technicians 
(hearings, pp. 123, 149). 

Almost half of the 48 Army contracts outstanding were for minor 
amounts in the heraldic field for development of standard samples, 
hubs, dies, cartoon punching, and the like. One company, for ex- 
ample, held 7 Qu: urtermaster Corps contracts simultaneously for the 
following amounts : $145, $360, $290, $405, $116, $180, and $612 (hear- 
ings, p. 125). Contracts of this sort seem har dly worth the trouble and 
costs of administration. 

Examination of a sample Navy Bureau of Ordnance contract with 
an engineering firm in the amount of $159,000 shows it to be a blanket 
arrangement for standardization services. The contractor is called 
upon to— 


provide clerical, technical writing, engineering, consulting, 
and other services for the standardization of items and tech- 
nical methods of interest to the Bureau of Ordnance. 


Specific assignments are to be made by the Bureau but these are not 
spelled out in the contract. The contractor is reimbursed at specified 
hourly rates for engineering, writing, and clerical personnel and four 
allowable costs of necessary travel and subsistence, materials pur- 
chased, and subcontracting services. 

Under this arrangement, the contractor is obligated to familiarize 
himself with all the organizational and procedural requirements of 
the defense standardization program, participate in standardization 
meetings, keep in frequent contact with Bureau personnel, and per- 
form assignments as required. 

Whether any net benefits accrue to the Government costwise from 
this type of contracting, it is difficult to say. The enormous number of 
individual standardization projects emanating from the services, bu- 
reaus, and commands of the three military departments provides ample 
opportunity for abuse of the contracting privilege. There is no syste- 
matic means of assuring that projects ‘lieed. on on contract are really 
urgent and important, or that the contractor will do a better and less 
expensive job than experienced career Government employees already 
indoctrinated in standardization requirements. A contractor-pro- 
duced Navy manual examined by the subcommittee staff seemed to be 
too elementary in nature to merit the purchase of special talent. 


PRIORITIES IN STANDARDIZATION 


The defense standardization program, as we have seen, proposes 
to examine the universe of military supply items, by classes, for 
standardization potentials. Preparatory to this effort, detailed plans 
covering all classes are to be developed over a 5-year period. 

The assignment of classes, by itself, signifies no order of urgency or 
importance in standardization. The classes are distributed among 
the three military departments for screening purposes. 

The detailed plans, however, are supposed to analyze the items 
within classes and determine on a priority basis where standardiza- 
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tion is desirable. Each standardization project, before being under- 
taken, is to be justified in terms of “resulting identifiable benefits.” 
The justification theoretically involves a consideration of various 
objectives to be achieved by standardization, an assignment of dollar 
and nondollar vaiues to benefits and costs, and a balancing of bene- 
fits against costs of completing the project. 

Department of Defense witnesses insisted that the standardization 
program was being directed to “pay dirt” areas and that these areas 
would show up in the fiscal year programs which schedule the de- 
tailed plans (hearings, pp. 9, 20, 32, 39). 

As yet the subcommittee sees no convincing evidence to back up 
these assertions. The eight detailed plans approved by the Depart- 


ment of Defense at the time of the hearings (submitted by the Army) 
applied to the following classes: 

FSCO No. Claas title 

I i acca RY Ae Chemical weapons and equipment, 

a ee Locomotives. 

SLE FO Lo ee Rail cars. 

ill ih ckaniiin ahi Locomotive and rail-car accessories and components. 
ce ie a Track materials, railroad. 

Ison ack st abot Tires and tubes, pneumatic, except aircraft. 

B00... cia tht cuek Decontaminating and impregnating equipment. 

ea sees. Resistors. 


The nine detailed plans submitted by the Navy as of May 26, 
1957, for Department of Defense approval covered the following 
classes : 


FSC No. Class title 

Bsa Bess cbs Nets and booms, ordnance. 

Bs gE teense Sienna Foundry equipment and supplies, 

I tadacniatnaencitias nae Marine lifesaving and diving equipment. 
occa dh ereceaitines Synchros and resolvers, 

wee UU Office supplies. 

SD ccinccad- bacpdnacepiceahck Brooms, brushes, mops, and sponges. 
Es hinds emg th den Paint and artists’ brushes. 

SE ican hoot aveicliasie Adhesives. 

| ae re Boxes, cartons, and crates. 


1 Submitted, but returned for redrafting. 


The four detailed plans submitted by the Air Force as of the 
third quarter of fiscal year 1957 covered the following classes: 


FSC No. Claas title 
Ek es Sars and rods, nonferrous base metal. 
a ea eee Wire, nonelectrical, nonferrous base metal. 
esas Se OL Operational-training devices. 

DIO 8 cies Gasoline and jet fuel. 


Selection of classes was governed more by the circumstance of avail- 
able resources for preparing plans in those particular areas than 
by the promise of future standardization benefits. As an Army 
witness explained: 


They were areas that we felt could be done during the fiscal 
year, and I don’t think that they were selected with the idea 
that they would give you the best paydirt, if that is what you 
had in mind (hearings, p. 126). 

The relationship between available resources and priority items 
was explained by a Navy witness in this manner (hearings, p. 173) : 

At the present time we are approaching the whole gamut of 
physical items in the supply system in the phased program, 
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where we take up the FSC classes in sequence. The idea is 
twofold. We have to match available resources against what 
we would like to accomplish. We attempt to segregate high- 
priority items, which in the main are pretty self-evident, 
where we can make money. We also have to keep available 
personnel at work. If a man happens to be a specialist in 
locomotives or rail equipment, there is no reason he should 
stand idle because that happens to be a low-priority item. 


The Navy’s completion of the detailed plan for standardizing paint 
and artists’ brushes suggests the relative ease of the task rather than 
its importance in the defense budget. By way of contrast, guns over 
200 millimeters, guns over 300 millimeters, depth-charge components, 
and mine-sweeping equipment are categories for which detailed plans 
will not be finished until fiscal year 1960. 


SPECIAL PROCEDURES (TEXTILES AND SUBSISTENCE) 


Since priority projects do not readily emerge in the elaborate ad- 
ministrative scheme for preparatory standardization work, resort 
is had to special procedures and projects when critical inquiry and 
public attention are directed to particular military supply areas. 

Thus standardization of textiles and subsistence has been subjected 
to a speedup process which the staff director for standardization in 
the Department of Defense termed a “mongrel procedure” (hearings, 
p. 68). 

For background purposes, it may be noted that in October 1953 
the Department of the Army acquired responsibility for the stand- 
ardization mission formerly assigned to the Armed Services Textile 
and Apparel Procurement Agency. In May 1954 the scope of this 
assignment was defined and a proposed standardization plan approved 
by the Assistant Secretary of Defense (Mr. Pike). 

A year later, in a memorandum to the Army dated May 19, 1955, 
Mr. Pike observed: 

It is urgent that very substantial and continuing progress 
in the standardization program for this area be achieved, as 
this is a key area in which the realization of improved supply 
management practices may well rest upon attaining a greater 
degree of standardization among the services. 

While a few individual standardization projects have been 
completed under this assignment, the overall progress has 
been slow. Recent findings of the Hoover Commission and 
the congressional hearings lay emphasis to the need for ac- 
celerated accomplishment in this area. 


The program schedule submitted by the Army for standardization of 
clothing, textiles, footwear, and applicable packaging was scored by 
Mr. Pike as failing to (1)— 

indicate an acceptable projected rate of progress with respect 
to the end-item simplification projects; 
and (2)— 
schedule completion of any currently established extension 
projects, or specification or packaging projects. 
He requested the Army to accelerate the program by assigning sufli- 
cient resources to complete all scheduled end-item simplification proj- 
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ects and to complete as many of the related extension, specification, or 
ackaging projects as possible by the end of fiscal year 1956. The 
avy and Air Force were asked to collaborate with the Army in the 
accelerated clothing-textile program (hearings, exhibit N). 
The Chief of Naval Material, in forwarding Mr. Pike’s memorandum 
of May 19, 1955, to Navy units, complained : 


This office has received no prior indication that the role of 
progress under the clothing, footwear, and textiles plan was 
less than satisfactory. 


By memorandum of December 12, 1955, furnishing “guidelines” 
for standardization of military uniforms, Mr. Pike emphasized his 
desire that— 


standardization in this area be pressed forward as rapidly 
and as fully as possible. 


His opening paragraph stated (hearings, p. 73) : 


Lack of standardization in the clothing and textile fields 
has been highlighted in recent years by congressional hear- 
ings, newspaper publicity, and Hoover Commission findings. 
Consideration of the problem indicates that this concern is not 
without justification in terms of an existing potential for 
standardization. 


Mr. Prxe’s deputy (Mr. Lanphier) restated this point in a memo< 
randum of January 6, 1956, to the Army. Observing that recent meet- 
ings with Army representatives indicated “that no substantial progress 
has been made in speeding up” standardization in textiles, subsistence, 
and furniture under existing plans, Mr. Lanphier added (hearings, 
p. 116) : 

This office is deeply concerned with the current lack of 
progress in textile and subsistence standardization in par- 
ticular, because of their interest to congressional committees 
and the emphasis placed on these areas in the Hoover Com- 
mission reports. It is, therefore, desired that priority be 
given to these areas over furniture (FSC group 71), and food 
preparation and serving equipment (FSC group 73) which 
were previously given an equivalent order of priority in the 
defense standardization program for fiscal year 1956. 


The Army, as the department with assigned responsibility for stand- 
ardization of textiles and subsistence, was instructed to suspend the 
detailed plans and other procedures outlined in Military Manual for 
Standardization M201, to complete simplification studies by designated 
dates, and to take other standardization actions under modified pro- 
cedures. The objectives were to quickly eliminate items and variations 
of items, establish “limitation standards” for items of repetitive pro- 
curement, cancel unneeded specifications, and indicate areas or items 
for further standardization. The Navy and the Air Force again were 
asked to cooperate fully with the Army in this accelerated program. 

In a memorandum dated September 26, 1956, distributed to Navy 
units, the Chief of Naval Material described the accelerated program 
as follows: 


Standardization within the textile, apparel and _ subsist- 
ence area (FSC groups 83, 84, 89, and FSC class 7210) 
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is not being conducted under the procedures prescribed in the 
Military Manual for Standardization (M201). Simplifica- 
tion in the classes indicated has been proceeding for several 
years.- The dates shown for activation of these classes indi- 
cate only when the Army Quartermaster Corps assumed re- 
sponsibility for standardization therein. Too, no detailed 
plan is to be developed for these classes. The dates shown 
opposite these classes in the column headed “Detailed Plan” 
are target dates for completion of the simplification phase of 
standardization for each. Where no such dates have been 
scheduled, a footnote so states. 


The staff director for standardization said that “a certain amount 
of misunderstanding” was created by the Department of Defense 
instructions but that the confusion was outweighed by the standard- 
ization progress in these areas (hearings, p.-68). 

Mr. Dunn stated that there were 17 textile classes and 14 subsistence 
classes covered by the special procedures. Simplification work for 
these classes was scheduled for completion by June 30, 1957. The 
Quartermaster Corps and participating activities were said to be on 
schedule (hearings, p. 68). 

According to reports prepared by the Quartermaster Corps, simpli- 
fication projects for 2 SC textile classes completed prior to June 
1956, revealed 557 items in the Federal catalog, of which 194 were 
“standardized for future procurement.” In the period June—Decem- 
ber 1956, 6 FSC classes were reviewed, revealing 9,123 cataloged items, 
of which 4,500 were “standardized for future procurement, if sup- 
ported in formal coordination” (hearings, exhibit D). 

During the same period 15 classes of subsistence items were ex- 
amined for simplification, revealing 1,978 catalogued items, of which 
1,027 were standardized for procurement “if maintained through 
final coordination” (hearings, exhibit E). 

Illustrative of the results of simplification efforts, Mr. Dunn cited 
the following (hearings, p. 68) : 


Household furniture: Of 177 items in the class, 93 were adopted 
as standard, with documentation completed. 

Tents and tarpaulins: Of 380 items, 101 were identified as 
standard. 

Men’s footwear: Of 5,811 items, 2,446 were identified as 
standard. 

Women’s footwear: Of 2,068 items, just one-half, 1,034 were 
identified as standard. 

Men’s hosiery, handwear, etc.: Of 549 items, 328 were identi- 
fied as standard. 


It should be understood that the references to “standard” in 
simplification work mentioned above describe a preliminary shake- 
down phase of standardization. After elimination of a number of 
catalog varieties, the items marked for standard procurement are 
“eoordinated” among the using services, and approved by the De- 
partment of Defense, after which they become “limitation standards.” 
ixtension projects (where further standardization is desirable) , spec- 
ification projects, and packaging projects also are established under 
this accelerated program. 
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The sizable reduction in men’s and women’s footwear cited by Mr. 
Dunn reflects the fact that each shoe size is counted as a different item, 
so that the elimination of a single shoe type would carry with it all 
the attendant variations in sizes. 

Considering only kinds of shoes, without regard to sizes, the sub- 
committee was advised that the Department of the Army is coordi- 
nating a proposed standard for men’s footwear covering 51 kinds, and 
another proposed standard for women’s footwear covering 12 kinds. 
These standards were in a formative stage and not yet submitted to 
the Department of Defense for approval. 

In cases of apparent duplication retained in the proposed footwear 
standard, it was explained that the military departments would have 
to justify or eliminate them before publication of the standard. It 
was stated also that— 


long-range projects are in progress that will lead to elimina- 
tion of several of these situations which are temporarily 
unavoidable (hearings, p. 69). 


Various duplications were apparent in the list of 51 kinds of men’s 
footwear (FSC class 8430) proposed as standard. For example, 
boots, mukluk, are made on three different specifications, the Army 
having one version and the Air Force having another as well as a light- 
weight boot for an emergency kit. 

There are 4 kinds of overshoes, of which 2 are the 5-buckle type. 
A project has been established to provide a single specification for 
5-buckle overshoes, but a problem is seen in the fact that the over- 
shoe must fit over combat boots as well as other types of shoes. The 
other two kinds of overshoes are low, rubber, but one is designed with 
a vacuum ring sole for use on slippery surfaces. 

There are 8 kinds of dress shoes in the proposed standard, accounted 
for by the facts that: (1) 3 colors are now in use (black, brown, and 
mahogany) ; (2) stocks of old lasts are being used up for economy rea- 
sons before shifting to a common last standardized in 1953; and (3) 
the Army uses a fungicide treatment for black shoes but the Navy does 
not. With depletion of stocks of old lasts and resolution of the fungi- 
cide situation, it was expected that dress shoes would be reduced to 3 
kinds (3 colors), but elimination of the color variations was con- 
sidered problematical. 

Three kinds of safety shoes are contained in the proposed standard. 
but a project is underway to determine if one safety shoe for all services 
is feasible. 

There are also 4 kinds of service shoes (2 black, 1 natural, and 1 
mahogany). 


A current project provides for the development. of a single 
design and quality of service shoe with color as required. 


In women’s shoes, despite Mr. Dunn’s optimistic report of varie- 
ties eliminated, the subsequent information given to the subcommittee 
is that— 


No substantial progress has been made in the standardiza- 
tion of women’s footwear (hearings, p. 71). 


One of the problems in reducing the 12 kinds currently “standard” 
is that the Navy prefers a 8/8-inch heel and the Army a 12/8-inch 
heel for women’s moccasin oxfords. Another is that the Army and 
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the Air Force use a standard last, whereas the Navy and Marine Corps 
use nonstandard commercial lasts. 

Items gleaned at random from the latest available “progress re- 
ports” of the Quartermaster Corps illustrate additional problems 
encountered in the standardization of textile and subsistence items 
(hearings, exhibit D). 

A controversy arose regarding leadership of the project for stand- 
ardizing body armor (for protection against fragmentation). An 
interdepartmental meeting was held in February 1956 to determine 
the assignment, but no decision was reached because the Army and 
the Marine Corps stuck to their competing demands for the project, 
It was decided that both would prepare final statements of their posi- 
tions and forward them to the Department of Defense for final de- 
cision. 

The Marine Corps in August 1956 concurred with a Quartermaster 
Corps proposal to standardize on the use of loops instead of grommets 
on paulins. The Navy Bureau of Supplies and Accounts contended, 
however, that brass grommets did not deteriorate (as the Army 
found) by contact with the particular finish on the duck, and, further- 
more, that grommets were on expensive than loops. No reply from 
the Air Force had been received on this matter. As a result of the 
above, a revised specification for paulins, then being coordinated, pro- 
vided for grommets on types I and II paulins and loops on type III 
paulins. 

An interdepartmental meeting in June 1956 assigned to the Navy a 
study project to determine whether handkerchiefs should continue to 
be stocked, and, if so, to prepare a specification limiting the number of 
grades and types of hems. The Clothing Supply Office of the Navy 
recommended continued stocking of handkerchiefs and undertook— 


a study of commercially available fabrics and commercial 
hemming practices in order to arrive at common specifica- 
tion requirements that would be satisfactory to all users of 
handerchiefs. 


It was reported that completion of this project would eliminate 2 of 
the 5 items presently listed by the services. 

The Quartermaster Corps obtained Army and Air Force agreement 
on a standard bright chrome finish for hardware on black leather 
accessories used by Army military police and air police. 


However, samples of hardware furnished for bright chrome 
finish presented to high elements of the Department of the 
Army were not satisfactory. Additional samples will be 
furnished to correct past inadequacies. 


A project for women’s nylon stockings was initiated by the Quarter- 
master Corps in August 1956. The corps decided to compare the 
standard nylons purchased under a military specification with com- 
mercially available stretch-type nylons. Eighteen dozen pairs of the 
latter type were procured for comparison with the standard type and 
for sample use by the other services. At the end of the year, the corps 
reported : 


Negotiations toward the adoption of a neutral color have 
not been initiated pending concrete findings with respect to 
the adequacy of the stretch-type nylons. 
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In. October 1956, the Quartermaster Corps requested samples. of 
handbags used by all women services. These had not been received 
at the end of the year, but the corps reported : 


Upon receipt, evaluation will be made by this command and 
a meeting at technical level will be set up at which recom- 
mendations of the Quartermaster Corps with respect to 
standardization of size, number of compartments, type of 
closure, type of strap attachment and military decoration will 
be presented. 


After a summary review of subsistence items for simplification, 
the Quartermaster Corps identified 95 projects for revision, amend- 
ment, or preparation of specifications or purchase descriptions. It 
also asked for Department of Defense approval of an extension proj- 
ect for further study of bacon, derined, slab, frozen. The problem 
arose from the fact that the Army and Marine Corps had standard- 
ized on frozen slab bacon for overseas consumption with 42-hour 
smoke required for preservation purposes, whereas the Navy specified 
a 24-hour smoke. The Quartermaster Corps proposed that the Navy 
make the study, after which interdepartmental agreement would be 
sought (hearings, exhibit E). 


SPECIAL PROJECTS (AIRCRAFT FUEL BOOSTER PUMPS) 


The energizing of standardization work in response to outside criti- 
cism, which occurred in textiles and subsistence, also is shown in the 
case of aircraft fuel booster pumps. The latter case, aside from its 
intrinsic importance in Air Force supply, brings to the fore the difii- 
cult problems of standardization in the midst of swift-moving weap- 
ons technology. It also shows how the circumstance of a General Ac- 
counting Office report rather than the workings of the defense stand- 
ardization program made the Air Force self-consciously recognize 
that it must face up to the problems of standardization in complex 
weapon areas largely controlled by contractors. 

It was noted earlier that among the 89 FSC classes assigned to the 
Air Force are such categories as miscellaneous hardware and sheet and 
book music. Most of the 89 classes, however, contain items of great 
complexity, such as aircraft gunnery and bombing fire-control com- 
ponents, radar equipment, aircraft engine accessories, gasoline recip- 
rocal aircraft engines and turbines, and others. The Air Force con- 
tends in a brochure that these classes have low standardization poten- 
tials. The available facts indicate that the standardization potentials 
are much higher than the current standardization yield. 

The General Accounting Office, in the course of auditing military 
procurement practices, made a limited review of Air Force controls 
relating to the standardization of components in aircraft production, 
The fuel booster pump was chosen as a representative item for study. 
Air Force records as of June 1956 indicated that over 350,000 of these 
pumps were installed in aircraft, available as spare parts, or on order, 
at an aggregate value of $87 million, averaging $245 a pump. 

Referring to the standardization mandate in Public Law 436, the 
General Accounting Office report stated : 


Although we have not evaluated the progress attained by 
the Department of Defense in accomplishing the objectives 
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of this legislation, our review of fuel booster pump procure- 
ment disclosed that, under the military weapons system con- 
cept adopted by the Air Force in November 1953, no‘ wide- 
scale effort has been made to control the types of components 
used by aircraft contractors except to require that the compo- 
nents meet stipulated performance and capacity tests. This 
lack of control has contributed to the rapid increase in the 
number of types of fuel booster pumps manufactured, which 
in turn has resulted in significantly higher production costs, 
additional engineering manpower requirements, and in- 
creased supply and maintenance costs. 


Recognizing that the need for development of new and improved 
aircraft made complete standardization of fuel booster pumps neither 
possible nor desirable, the report stated that, on the basis of informa- 
tion from fuel booster pump manufacturers and airframe manufac- 
turers, limited standardization could be effected through dissemination 
of information as to the types of fuel booster pumps under develop- 
ment or production. 


It is estimated that savings of millions of dollars annually 
would result from such standardization of fuel booster pumps 
and that similar savings could be effected in connection with 
many other components and accessories, 


Discussion with industry representatives elicited 20 separate areas 
promising standardization benefits, such as fuel-gaging systems, jet- 
engine accessories, wheels and tires, and ground su »port equipment. 

On September 12, 1956, the General Accounting flice presented a 
draft report to the Deputy for Procurement and Producticn, Office 
of the Assistant Secretary of the Air Force (Materiel), recommending 
that the Air Force confer with the Aircraft Industries Association 
and the Society of Automotive Engineers, aviation division, with a 
view toward undertaking a program for standardization of fuel booster 
pumps to the degree considered practicable. The General Accounting 
Office also recommended that the Air Force conduct surveys of other 
aircraft components and accessories to attain standardization of such 
items insofar as practicable. 

The following actions then ensued (hearings, exhibit P): 

(1) The Air Force initiated an interdepartmental standardization 
project on fuel booster pumps, which the Department of Defense 
approved, designating the Air Force as the executive agent to develop 
a detailed plan for standardization (study project No. 610-46). In 
developing the plan, existing types, models, and series of fuel booster 
pumps were to be reviewed initially to determine which items should 
be eliminated from the supply system (simplification). 

(2) The Deputy for Procurement and Production (Max Golden) 
arranged for conferences to consider the problems presented in the 
General Accounting Offic ‘e report. 

(3) The Vice Chief of Staff (Gen. Thomas D. White) sent copies of 
the report to the Air Materiel Command and the Air Research and 
Development Command with the admonition that— 


Now the Air Force is faced with the requirement for action 
to resolve those problems involving standardization, the con- 
trols thereof, and the methods to enforce these controls. 


He offered suggestions for approaching the problems. 
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(4) The Assistant Deputy Chief of Staff, Materiel (Maj. Gen. 
Mark E. Bradley, Jr.) wrote to the Aircraft Industries Association 
asking for assistance in evaluating the problems of excessive variations 
in contractors’ basic designs and in establishing more effective con- 
trols. Similar letters were said to have been sent to the National 
Security Industrial Association and the Society of Automotive Engi- 
neers. 

(5) The Air Materiel Command established a working group 
to prepare the initial study, and the laboratories at Wright Air 
Development Center and the Navy Bureau of Aeronautics began col- 
lecting and analyzing technical and logistical data preparatory to 
participating in the efforts of the working group. 

(6) The study was expanded to include the general problem of 
components furnished by contractors since fuel booster pumps are 
but one of many such components. 

(7) Two conferences were held at Wright Air Development Cen- 
ter to discuss the problems of standardization. Representatives of 
industry, the technical societies, industry associations, equipment 
manufacturers, and Navy and Air Force personnel attended the 
meetings. 

(8) At the second conference (April 18, 1957) it was Pa 
and agreed that the Air Force should request the Aircraft Indus- 
tries Association to set up a special study group to study further the 
overall problems of standardization. 

(9) The Air Force drafted a brochure on standardization for dis- 
tribution within the Air Force and industry to further educate all 
persons and organizations involved in the program. Action was 
initiated also to include additional design-interchangeability cri- 
teria in the Handbook for Aircraft Designers. 

(10) The simplification phase of the study resulted in the re- 
duction of 251 fuel booster pumps out of a total of 431 active con- 
figurations which were in the Air Force supply system at the time 
of the General Accounting Office report. 

The Assistant Secretary of the Air Force, Materiel (Dudley C. 
Sharp), in reporting to the Comptroller General on actions taken fol- 
lowing the report, stated that “room for improvement still remains,” 
that it was the consensus of the conferees at Wright Air Development 
Center that “an active standardization program must be maintained 
by the Air Force for a long continuous period”, and that “a minimum 
of 5 years will be required before significant results can be obtained 
from such a program.” 

The findings of the General Accounting Office and the followup ac- 
tions of the Air Force also were reported to the Committee on Gov- 
— Operations and discussed with members of the full committee 
stail. 

STANDARDIZATION AND INDUSTRY 


The basic standardization directive states that in the development 
of Federal and military specifications and standards, commercial end 
items and component parts will be used to the maximum degree practi- 
cable. Furthermore, coordination with industry is required. The 
directive says in part (hearings, p. 29) : 


23015°—58 H. Rept., 85-1, vol. 7——9 
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The department developing standards and specifications 
shall assure that adequate coordination has been effected 
with those sections of industry concerned, including poten- 
tial new suppliers, where appropriate. The impact of the pro- 
posed standardization upon the ability of industry to pro- 
duce in the quantities required must be assessed before final 
decision to standardize is made. Also, advantage can be 
taken of industry suggestions for improvement through ap- 
plication of the latest technological advances. It is essential 
that the industry be aware, at. an early stage, of the changing 
requirements of the Armed Forces and be given an oppor- 
tunity to evaluate the proposed change in the light of techni- 
cal soundness; foreseeable costs or procurement delays; need 
for retooling; new processes or techniques required; train- 
ing of the labor forces; and the effect upon full and free 
competition. 


These injunctions suggest at once that standardization has a many- 
sided impact upon industr y. Standardization cannot be carried on in 
a vacuum. If it ignores existing industrial tooling and labor skills, 
needed procurements could be unduly delayed and costs greatly in- 
creased. If it places a straitjacket on new designs and tooling, initia- 
tive and flexibility in developing new weapon systems could be de- 
stroyed. 

The problems of obtaining interservice coordination and agreement 
on standards are compounded by the obligation of each department to 
obtain industry coordination and agreement for each item or group 
of items committed to its charge for standardization. An Army wit- 
ness reported that the military departments were represented on 
seven-hundred-and-sixty-odd industry committees concerned with 
standardization (hearings, p. 128). 

The factors which generate many variations of similar items in 
industry compete with the requirements of standardization. While 
industry, generally speaking, can be of immense help to the Govern- 
ment in effecting standardization, at the same time it interposes many 
obstacles. As the staff director for standardization observed, manu- 
facturers often put frills on their product. 


They like to put a little curlicue so that when you want to 
replace it, you have to go to them (hearings, p. 46). 


Where industrial contractors acquire the burden of responsibility 
for basic design and production of integrated weapon systems, the 
problems of standardization are even more acute. 

Rear Adm. John E. Clark, who was quoted earlier as partly blam- 
ing outdated military specifications and standards for excessive dollar 
costs of the missile programs, was reported to say also that an equal 
share was the contractor’s responsibility (Aviation Week, Feb. 25, 
1957, p. 113). 

At the subcommittee hearings, a Navy witness stated: 


The blame, if any attaches to the standardization program, 
is in our failure to have conducted an educational campaign 
out in the contractor’s drawing rooms where these guided 
missiles are largely developed (hearings, p. 178). 
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Under the Air Force military weapons system of procurement, in- 
stituted in November 1953, contractors acquired design prerogatives 
in weapon system development and production. The aforementioned 
General Accounting Office inquiry found that the Air Force was more 
concerned with end-product performance than with standards control. 
As a consequence, new and modified models of booster pumps multi- 
plied rapidly and there were endless variations in fittings, wirings, 
and the like. One manufacturer, for example, was manufacturing 
82 models of booster pumps as of April 1956, and during his entire 
production experience with this item he had a cumulative total of 
690 models and variations. 

The Wright Air Development Center, in its study of standardiza- 
tion problems posed by weapon systems development, pointed to the 
following industrial practices which militate against standardization 
(hearings, exhibit P) : 

(1) Competitive pressures by numerous vendors in a given field 
induce minor differences in basically similar items because of a 
desire to serve customers’ (system contractors’) peculiar needs. 

(2) Prime contractors having mutual financial interests with 
given vendors may continue to use peculiar requirements as a way 
of procuring from their favored vendors, 

(3) Any one vendor is not sufficiently aware of all the require- 
ments and developments underway at any given time to take wise 
standardization action on his own. 

(4) Attempts of firms to cooperate informally create legal prob- 
Jems and fear that charges will be made of price-fixing or other 
actions in restraint of trade. 

(5) Firms developing new models of equipment competitively 
press for the adoption of these models as standard, causing an 
increase in the number of standards over those functionally 
necessary. 

The subcommittee is convinced that, notwithstanding the industrial 
factors which militate against standardization, there is a common 
ground of benefit to Government and industry from a vigorous stand- 
ardization program. This common ground has not been sufficiently 
explored. Needless multiplications of inventory, tooling, engineering, 
and manpower, due to use of excessive item variations, afflict segments 
of industry as well as Government. Many responsible firms would 
welcome the exercise of initiative by responsible authorities in both 
industry and Government in promoting effective standardization, 

In this effort the professional and technical societies and industrial 
associations can be of immense help. Apart from the numerous in- 
dustrial advisory and other committees concerned with specific stand- 
ardization projects, the professional and industrial associations should 
be drawn upon for creative proposals to achieve the following objec- 
tives: aa up standardization, disseminate standardization data 
widely through industry, effectively supervise contractor standardiza- 
tion performance, and create incentives for industry to use and 
promote standards. 

The Air Force conferences with industrial and professional groups 
and the resulting commitments for further standardization work by 
both the Air Force and industry, following the General Accounting 
Office report, suggest a promising course of action that might well be 
adopted by the other military departments, 
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COSTS AND SAVINGS 


The Department of Defense estimates that the cumulative costs 
of standardization from the date of the enactment of Public Law 436 
(July 1, 1952) through December 31, 1956, and $71.6 million (hearings, 
p. 92). As used in this estimate, “standardization” includes all effortg 
and costs associated with— 


1. Collection, compiling, and evaluating data preparatory 
to standardization studies. 

2. Physical inspection of items (parts, supplies, equip- 
ments, materials, and services) incident to standardization 
studies. 

3. Development of new “standard” items or altering exist- 
ing items, including the related efforts in design, develop- 
ment testing, and evaluation. 

4. Development, preparation, and coordination of all speci- 
fications, standards, handbooks, standardization manuals, 
and indexes. 

5. Laboratory or field testing of items to obtain perform- 
ance data for use in preparing specifications and standards, 
including research and development cost incident thereto. 

6. Development of standard test methods. 

7. Coordination of industry and other Government stand- 
ards and specifications. 


Though dated from the passage of the 1952 statute on standardiza- 
tion, the estimated cumulative figure of $71.6 million represents costs 
of “old phase” projects carried on in connection with departmental 
supply activities. No figures are given for costs of such projects con- 
ducted after December 1956. 

For the “new phase” program formulated in response to the statute, 
preparatory work from fiscal year 1956 through fiscal year 1958 is 
estimated to cost $8.8 million. The term “preparatory work” covers 
the cost of planning for the new phase of the program, including the 
development and coordination of detailed plans which began in fiscal 
year 1956. 

Combining the above cost figures, which are rough approximations 
at best, and adding an estimate for old phase projects after December 
1956, we can safely predict that a minimum of $100 million will have 
been expended on standardization work from July 1952 through June 
1958. 

Against these cost figures may be considered the Department of 
Defense estimates that since July 1952 savings produced by standard- 
ization aggregate $110 million. These estimated savings are said 
to reflect the elimination of one-half million items from supply sys- 
tems, the reduction of warehouse space by 8 million cubic feet, and 
the saving of 1 million man-hours (hearings, p. 33). 

While the subcommittee is certain that the savings potential of 
standardization is great, the available estimates do not suggest that 
this potential has begun to be realized. Costs and savings over the 
past few years more or less balance each other. The cost estimates, 
as we have noted, relate to fractional elements of standardization 
(broadly defined) in the whole complex of supply activities. The 
savings estimates are drawn from scattered projects and striking 
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examples more with an eye to impressing the Congress than asa 
reliable index of progress, , 

From time to time the military departments or their component 
units put out brochures which illustrate in dramatic fashion the 
marked reduction of varieties of a given item and the resultant bene- 
fits of standardization. These efforts are commendable, but the items 
selected represent a tiny portion of total supply, and they are piece- 
meal projects rather than systematic steps in a comprehensive pro- 
gram of standardization. ; wate 

The subcommittee recognizes that economy is not the only objective 
to be served by standardization, and further, that standardization does 
not automatically guarantee savings since some projects cost more 
to standardize than they save as a result. At the same time the sub- 
committee believes that the economy potentials of standardization are 
seriously underrated by the militar Sooeaeeendl as judged by present 
performance. We take note of Secretary of Defense Wilson’s re- 
minder, in enjoining the military departments to “take immediate 
steps to support and expedite this program,” that “the defense stand- 
ardization program is recognized as an economy program” (hearings, 
exhibit L). 

TARGET DATES AND OUTLOOK 


Preparatory work under the defense standardization program, in- 
volving mainly the preparation of detailed plans covering the 500- 
plus F'SC classes, is to be completed in fiscal year 1961. = that time 
all “old phase” projects presumably will be integrated into the defense- 
wide program (hearings, pp. 21, 51). 

Standardization projects within any given class are to be under- 
taken on a scheduled basis when the particular plan is completed. In 
fiscal year 1958 and following years it is expected that standardization 
projects will be undertaken at an increasing rate. 

Simplification, the first phase of standardization in projects sched- 
uled under the detailed plans, is to be completed for all FSC classes 
in fiscal year 1964 (hearing, p. 21). 

Further standardization work after simplification is considered to 
be a continuing process with no terminal dates. 

Department of Defense witnesses were at pains to emphasize that 
“standardization necessarily is a matter of degree rather than one of 
final accomplishment.” They asked the subcommittee to evaluate the 
program in that light (hearings, p. 32). 

It was pointed out that standarditeation in a finite sense is never 
complete, that the state of the industrial arts and military require- 
ments are constantly changing, that standards, specifications and other 
documents must be continuously revised and kept current, that rapid 
technological developments in certain areas may make standardization 
hazardous, and that there is the never-ending problem of weighing 
standardization costs against benefits. 

The subcommittee recognizes the merit of these contentions. It 
commends the Department of Defense for insisting, despite long 
delays, numerous problems, and powerful obstacles, that there be a 
comprehensive defense standardization program. 

This commendation signifies agreement with the broad objective. 
It is not an endorsement of the specific administrative procedures and 
techniques devised by the Department of Defense in pursuit of that 
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objective. While these procedures and techniques are intended to 
achieve a uniform approach within and among military departments 
to standardization, they appear to be unduly complicated and time 
consuming. 

The time element in standardization is crucial. Protracted plan- 
ning means that many future standardization projects will be con- 
cerned with obsolete items. The rapid entry of new items into mili- 
tary supply systems, estimated at 250,000 to 300,000 a year after 
cataloging reduction, will cause standardization to lag far behind and 
to wrestle continually with after-the-fact accumulations of excessive 
varieties unless methods are devised to anticipate and vigorously con- 
trol new entries. The staff director for standardization acknowledged 
that no control system had yet been developed (hearings, p. 81). 

Whereas standardization is most productively applied to repetitive 
situations in which knowledge is established and stabilized, rapidly 
developing technology embodied in diverse weapons systems, with 
their peculiar subsystem and component requirements, demands spe- 
cial attention. The Wright Air Development Center contends that 
present standardization procedures are too slow-moving and “cumber- 
some” to cope with standardization of weapon systems components, 
By way of illustration it cited the experience— 


that we were able to obtain final standardization of some com- 
ponents used in an early K system only a few months before 
the particular system itself was due to be phased out of the 
inventory (hearings, exhibit P). 


In its analysis following the General Accounting Office report on 
fuel booster pumps, the Center reported: 


It is clear that if standardization is to be of reasonable 
benefit to the Government, the time required to standardize 
must be considerably reduced. The engineering decisions 
involved in standardization probably cannot be compressed. 
The cycle at present, however, includes many months of 
processing from agency to agency. It appears that some 
emphasis might well be placed on standardization in the or- 
ganizations which are closest to the design and application 
of the components which we wish to standardize. Funnelling 
all standardization actions into the present cumbersome 
military standardization machinery can result only in limited 
benefits. It appears that the time and manpower invested 
per item standardized in such an environment will continue 
to increase to a point at which the value of many such actions 
may be open to question. 


Given the enormous number and variety of supply items and the 
multiplicity of interested military consumers and industrial producers 
whose needs must be accommodated, administrative complexities and 
delays are to be expected. The question remains whether, at this 
stage of the defense standardization program, improvements can be 
made to speed up performance, to insure wholehearted compliance by 
the military departments, to elicit industry cooperation, and to ex- 
ploit quickly the richest possibilities for savings without disrupting 
orderly progress. The subcommittee’s recommendations at the outset 
of this report, are made in response to that question. 
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In conclusion, the subcommittee wishes to state that it fully under- 
stands the difficulties which confront the Department of Defense in 
attempting to give general management direction to a vast technical 
effort, broken up into thousands upon thousands of individual projects 
differing in degrees of complexity from women’s shoes to weapons 
systems. 

The separate military departments, guaranteed by law and tradi- 
tion a large measure of autonomy in structure and administration, 
demonstrate at times a fierce institutional resistance to any move that 
smacks of unification. The history of the cataloging program is in- 
structive on this score. Resistance has been overcome by dint of 
unusual effort and at great cost in time and money. We dare hope 
and expect that the future benefits will more than make up for this 
expenditure. 

The subcommittee fully supports the objectives of the defense stand- 
ardization program. Our criticism and recommendations for im- 
provement are made with a constructive purpose in mind: to reduce 
substantially the cost of national defense without impairing its 
strength and vigor. 
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Dear Mr. Speaker: By direction of the Committee on Government 
Operations, I submit herewith the committee’s eighth report to the 
85th Congress. The committee’s report is based on a study made 
by its Military Operations Subcommittee. 

Wuu1am L. Dawson, Chairman. 
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STATUS OF CIVIL DEFENSE LEGISLATION 


JULY 22, 1957—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Dawson of Illinois, from the Committee on Government 
Operations, submitted the following 


EIGHTH REPORT 


On July 17, 1957, the Committee on Government Operations had 
before it for consideration a report from its Military Operations 
Subcommittee entitled, “Status of Civil Defense Legislation.” 

After full consideration of the report as submitted by the sub- 
committee, upon motion made and seconded, the report was approved 
and adopted as the report of the full committee. The chairman was 
directed to transmit a copy to the Speaker of the House, 


INTRODUCTION 


On July 27, 1956, the Committee on Government Operations pre- 
sented its 24th intermediate report (84th Cong., 2d sess., H. Rept. No. 
2946) entitled, “Civil Defense for National Survival.” This report 
was submitted by the Subcommittee on Military Operations at the 
conclusion of an extensive inquiry into civil defense. It was based on 
classified briefings and public testimony received over a period of 
6 months, the public transcripts being printed in 7 volumes comprising 
3,145 pages." 

The widespread acclaim with which this report was received was 
most heartening to the subcommittee. 

Included among the more than 200 witnesses appearing before the 
subcommittee were distinguished representatives from the fields of 


1 Civil Defense for National Survival, hearings before a subcommittee of the Committee 
on Government Operations, House of Representatives, 84th Cong., 2d sess., January-June 
1956. (Hereinafter cited as Investigative hearings.) 


1 
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science, engineering, and medicine; public officials at the Federal, 
State, and local levels of government; the Chairman and members of 
the Joint Chiefs of Staff and other military witnesses; and informed 
private citizens, civic leaders, industrialists, and representatives of 
national organizations. 

From the evidence presented at these hearings the subcommittee 
concluded that a potential enemy is able to strike the United States 
with high-yield nuclear weapons and that a national program of 
civil defense is essential if we are to insure our survival as a nation. 
It was further concluded that the Federal Civil Defense Act of 1950 
(Public Law 920, 81st Cong.) fails to provide the necessary legis- 
lative framework for national civil defense; the civil-defense program 
as presently constituted under the terms of Public Law 920 would not 
be able to perform the civil-defense mission in the event of an enemy 
attack; and that failure to prepare a realistic civil defense represented 
a major deficiency in our overall military strategy of deterrence. 

To overcome the weakness inherent in our existing civil-defense 
program the subcommittee unanimously recommended that— 

1. Federal civil-defense legislation should be redrafted to vest 
the basic responsibility for civil defense in the Federal Govern- 
ment, with the States and local units of Government having an 
important supporting role. 

2. The new legislation should create a permanent Department 
of Civil Defense, combining the civil-defense functions (broadly 
defined) of the Office of Defense Mobilization and those of the 
Federal Civil Defense Administration. 

3. The Department of Civil Defense should consult with the 
Department of Defense and be required to formulate a master 
plan for nationwide civil defense. Plans for each target area 
should be made and protective measures initiated after careful 
determination of their respective priority importance to national 
defense and survival. 

4. The master plan for civil defense should be pointed toward 
the establishment of an integrated nationwide civil-defense system 
based on the key civil-defense measure of shelter protection 
against the blast, heat, and radiation effects of nuclear explosions. 

5. Studies under the survival planning contracts should be 
suspended, pending a reformulation of the criteria for the ex- 
penditure of the funds Congress authorized and appropriated 
for this purpose. A local or regional survival plan study should 
be concerned only with the adaptation and application of the 
national plan and of basic studies, to a local situation. 

6. The Department of Civil Defense should be authorized to 
finance the construction of shelters in all target areas, with the 
cooperation of State and local authorities. 

7. The Department of Civil Defense should be authorized to 
institute all other measures necessary to establish an integrated 
nationwide civil-defense system, and to utilize toward this end 
such available resources and facilities of the Federal departments 
and agencies as are necessary. 

8. The Department of Civil Defense should be authorized 
to strengthen State and local civil-defense organizations by con- 
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tributing equipment, supplies, and funds for administration, 
training, stockpiles, and other necessary civil-defense uses, sub- 
ject to the supervision, inspection, and approval, by the Secre- 
tary of Civil Defense, of the civil-defense programs of State and 
local authorities. 

9. The Secretary of Defense, in consultation with the Secre- 
tary of Civil Defense, should establish and implement an effective 
program of training active and Reserve military personnel in 
civil-defense duties as a defined part of regular military training. 

10. The Secretary of Civil Defense, in behalf of the President 
should have defined statutory powers to act in an emergency and 
to mobilize all civilian resources for minimizing the effects of 
enemy-caused disaster upon the national economy and the people 
of the United States. 

11. The Secretary of Civil Defense, in behalf of the President, 
should have statutory authority to carry out plans and operations 
in peacetime, under preattack situations, particularly before 
declarations of emergency have been made, in order to minimize 
the effects of enemy-caused disaster upon the national economy 
and the people of the United States. 

12. The role of the military forces in civil defense should be 
clearly defined. State and local officials should be fully informed 
as to the terms and conditions under which military assistance 
to civil-defense authorities will be rendered in the event of wide- 
spread disaster and the breakdown of civil government. 

13. The studies of martial law conducted by the Attorney Gen- 
eral, the Department of the Army, and other Federal agencies 
should be made public promptly upon completion, to assist the 
Congress and the public in understanding the contemplated role 
of the military forces in civil defense.” 

Following the issuance of House Report No. 2946, the subcom- 
mittee undertook the drafting of legislation to constitute the Fed- 
eral Civil Defense Administration an executive department with 
the authority and functions necessary to carry on the national civil 
defense mission. 

At the beginning of the 85th Congress, in January 1957, this legis- 
lative measure was introduced at H. R. 2125 with the endorsement 
of every member of the subcommittee, and since that time additional 
—— of the House have joined in the introduction of identical 

ills. 

During February and March 1957 the subcommittee conducted pub- 
lic hearings on H. R. 2125 and related bills, during the course of 
which testimony was received from interested Federal agencies, pri- 
vate organizations, and State and local civil-defense officials.‘ 


*Civil Defense for National Survival, 24th Intermediate Report of the Committee on 
Government Operations, House of Representatives, 84th Cong., 2d sess. (H. Rept. No. 
wt) July 27, 1956, pp. 4-5. (Hereinafter cited as subcommittee report.) 

*H. R. 2125 (Mr. Holifield) ; H. R. 2149 (Mrs. Griffiths); H. R. 2159 (Mr. Kilgore) ; 
H. R. 2218 (Mr. Fascell) ; H. R. 2214 (Mr. Garmatz) ; H. R. 2223 (Mr. Sapeooms | . a ee 
2239 (Mr. Riehlman): H. R. 4219 (Mr. Price): H. R. 4295 (Mr. Minshall); H. R. 4415 
i= al ; H. R. 4418 (Mr. Rodino) ; H. R. 6313 (Mr. Hemphill) ; and H. R. 6467 (Mr. 

oosevelt). 

*New Civil Defense Legislation, hearings before a subcommittee of the Committee on 
Government Operations, House of Representatives, 85th Cong., 1st sess., February and 
March 1957. (Hereinafter cited as the legislative hearings.) 


23015°—58 H. Rept., 85-1. vol. 7——10 
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The subcommittee has not completed its study of various amend- 
ments, mainly technical, suggested by witnesses. However, in view 
of the numerous inquiries concerning the proposed legislation and 
the subcommittee’s intended action, this report is presented on the 
status of civil-defense legislation. The principal provisions of the 
bill will be summarized, the testimony highlighted, important prob- 
lems discussed, alternative legislative proposals described, and the 
subcommittee’s continuing work in this field outlined. 


PRINCIPAL PROVISIONS OF H. R. 2125 


H. R. 2125 would reorganize and reconstitute the civil-defense pro- 
gram of the Federal Government as follows: 


Declaration of policy 


Congressional policy is restated to affirm that civil defense is 
squarely a Federal responsibility and a vital part of the national 
defense. At the same time the important supporting role of the 
States and local units of government is recognized, as it is the essentially 
nonmilitary nature of civil defense. 


A new Department of Civil Defense 


Title I of the bill would establish a new executive department of 
the Government, to be known as the Department of Civil Defense, 
headed by a Secretary, in place of the existing Federal Civil De- 
fense Administration. 


Principal officers of Department 


Besides the Secretary of Civil Defense, the bill provides for a 
Deputy Secretary, an Administrative Assistant Secretary, three 
Assistant Secretaries and a General Counsel, each to be appointed 
by the President with Senate approval, at rates of compensation com- 
parable to those for such officers in the Department of Defense, 
Military Liaison Committee 

To provide a 2-way channel of communications and cooperative 
working relationships with the military, the bill provides in title I 
for a Military Liaison Committee representing the 3 military de- 
partments and a chairman appointed by the President with Senate 
approval. The setup of the committee is patterned on the one pro- 
vided by law for the Atomic Energy Commission. The Military 
Liaison Committee and the Secretary of Civil Defense would be obli- 
gated to advise and consult on civil defense matters of mutual in- 
terest, several of which are set forth specifically in the bill. 

Scientific Advisory Board 

The bill also provides in title I for a Scientific Advisory Board of 
12 members of outstanding scientific ability, selected by the Presi- 
dent and serving for 6-year staggered terms. As in the case of the 
Military Liaison Committee, this Board is patterned on the one pro- 
vided by law for the Atumic Energy Commission. The new statutory 
Board would replace the loose contractual arrangement which FCDA 
now has with the National Research Council, the National Academ 
of Sciences, and would bring much-needed scientific talent to civil 
defense, 
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Civil Defense Advisory Council 

The bill finally provides in title I for a Civil Defense Advisory 
Council of 15 members serving for staggered 4-year terms, appointed 
by the President, with the Secretary of Civil Defense acting as Chair- 
man. An advisory group is provided for in existing civil defense 
legislation, but has been little used. The new Council would give 
statutory representation not only to State and local governments but 
to industry, labor, and the public. Broad representation of this kind 
would serve to link Federal civil defense activities with normal peace- 
time pursuits. 


Summary of title I 


The first title is thus an organizational measure, transforming 
FCDA into a regular department of Government, establishing a 
Military Liaison Committee as a bridge to the military, a Scientific 
Advisory Board as a bridge to science, and a Civil Defense Advisory 
Council as a bridge tu local, industrial-labor, and civic interests. 
National plan of civil defense 

Title IL would require the Secretary, after consultation with the 
Secretary of Defense and with the appropriate State and local of- 
ficials, to prepare and execute a national plan of civil defense for the 
United States. This follows a major recommendation in the sub- 
committee’s 1956 report and is based on the testimony of many in- 
formed witnesses. 

Fourteen broad objectives of the national plan are set forth in the 
bill to forestall or minimize the effects of an enemy attack. These 
include such things as attack warning, information to the public, 
shelter, control of traffic, radiological monitoring, rescue and welfare 
services, and restoration of essential industry. 

The objectives are not narrowly conceived as temporary rescue 
services but extend to placing the national economy back on its feet 
after an enemy attack. Thus the Secretary of Civil Defense would 
be responsible for postattack operations now illogically divided be- 
tween FCDA and ODM. 

These objectives are derived from the broad definition of “civil 
defense” contained in the 1950 legislation. In effect, the components 
of that definition have been translated into proposed substantive law 
so that they become an operating rather than a semantic definition of 
“civil defense.” 

Execution of national plan 

Having set forth the broad objectives of a national plan of civil 
defense, title II then specifies some 16 defense functions in execution 
of the national plan which are mandatory upon the Secretary of 
Civil Defense, after consultation with the Secretary of Defense and 
the appropriate State and local officials. These functions include 
defining target areas, systematic action to reduce target vulnerability, 
group shelter construction in each target area, establishment of warn- 
ing and communications systems, stockpiling necessary equipment, 
training and research, continuous review of Federal programs for 
civil-defense aspects, integration of civil and military plans for pas- 
sive defense, assistance to State and local civil-defense organizations 
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through contributions, and civil-defense training exercises and other 
preattack preparations. 

The provisions for assisting State and local civil-defense prgenis 
zations do not specify any matching requirements or ratio of Federal 
to State-local contributions, but leave such determinations to the Sec- 
retary of Civil Defense, with the conditions that Federal contributions 
be used for civil-defense purposes and in conformity with the national 
plan for civil defense. Also, the shelter program is made a Federal 
activity, authorizing the Secretary to make such arrangements for 
commercial or civic use of group shelters as he considers appropriate. 
Summary of title II 

This title seeks to redefine Federal civil-defense functions, making 
mandatory a national plan of civil defense and making the Secreta 
of Civil Defense responsible for the preparation and execution of suc 
a plan. This contrasts with the 1950 legislation which not only re- 
lieves the Federal Government of major responsibility for civil defense 
but which also leaves the FCDA Administrator’s responsibilities in a 
rather indeterminate status. 


Transfer of disaster functions 


Having established the new organizational base of civil defense (title 
I) and having restated its basic functions (title II), the bill proceeds 
in title III to make certain transfers of existing functions associated 
with civil defense. Thus the new Department would acquire the civil- 
disaster functions now vested in the President and delegated to FCDA 
by Executive order. Since this bill would supersede the 1950 civil- 
defense legislation, the transfer of civil-disaster functions is made nec- 
essary to keep them in being under civil-defense direction. 

Transfer of ODM civil-defense functions 

The other reorganization step in title III, following a recommenda- 
tion in the subcommittee report, is to eliminate overlapping or divided 
authority between FCDA and ODM in the civil-defense field. Those 
functions of ODM which the President determines to be of a civil- 
defense nature and more appropriately exercised by the Secretary of 
Civil Defense would be shifted over to the new Department. 

The bill does not attempt to specify what functions should be ex- 
tracted from ODM since such functions are somewhat vague and their 
present exercise by ODM is without benefit of a clear legislative man- 
date. ODM is largely an Executive creation, having been first created 
by Executive order and having been formalized by Presidential re- 
organization plan. Consequently, it is considered appropriate for the 
President to make further necessary reorganizations in this field for 
a 90-day period, under authority in title IIT of the bill. 

The merger of civil-defense functions would not mean a complete 
elimination of ODM. Insofar as it is an advisory organ to the Presi- 
dent in the mobilization field or administers certain statutory func- 
tions, the ODM still would carry on, but the Secretary of Civil Defense 
rather than the ODM Director would be responsible for such civil- 
defense matters as location of Government buildings and postattack 
restoration of essential industry. 


General provisions 


Title IV provides for various necessary activities of the new Depart- 
ment such as the employment of personnel, property procurement and 
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uisposal, and the like. Mainly these provisions are those in the 1950 
legislation. No change is made, for example, in the personnel security 
procedures. 

Emergency authority 

Title V deals with the emergency situations created by expected or 
actual enemy attack. The 1950 legislation had a similar emergency 
title but the present bill makes several important changes. 

First of all, title V carries a declaration of congressional policy, 
making it clear that the Congress intends to retain strong civilian di- 
rection of civil defense in any emergency. The possibility of martial 
law is recognized but its use is to be limited in time and place and 
is to be resorted to only for urgent and immediate military require- 
ments. The military role is conceived to be one of full cooperation 
and assistance to civil authorities consistent with military missions. 

During an emergency, which may be declared by the President or 
the Congress, the Secretary is authorized to carry out the civil-de- 
fense operations required by the national plan of civil defense, but is 
relieved from certain legal restrictions on procurement, employment 
of personnel, and the like. Also the Secretary would be authorized 
to requisition supplies, to coordinate and direct civil-defense opera- 
tions of the Federal Government, to direct and supervise State and 
local civil-defense operations, and if necessary to assume control and 
operation of any State or local government. The duly elected or ap- 
pointed chief executive of the State or local government would de- 
cide when a breakdown of civil government under his jurisdiction 
required the Federal authority to take over. 

The purpose of such emergency authority is to create a civilian gov- 
ernment substitute for military rule and martial law. Such an ar- 
rangement is patterned on the Presidential proclamations for exer- 
cise of Federal authority issued during Operation Alert 1956. 


TESTIMONY ON H. B. 2125 


Testimony received at the hearings on the proposed new civil-de- 
fense legislation reflects widespread approval of H. R. 2125 by or- 
ganizations and individuals interested in civil defense. 

Among those endorsing the bill or its basic objectives were repre- 
sentatives of the American Bar Association, the American Hospital 
Association, the American Legion, the American Medical Associa- 
tion, the American Municipal Association, the AFL-CIO, the Civil 
Defense Research Associates, the National Association of State and 
Territorial Civil Defense Directors, the United States Civil Defense 
Council, and the United States Conference of Mayors. 

Although a number of these witnesses suggested changes in or had 
reservations regarding some provisions of the bill, all of them en- 
dorsed the bill in principle. 

Hans A. Klagsbrunn, chairman of the American Bar Association’s 
special committee on the impact of atomic attack, after presenting a 
policy statement for his group, stated : 


As you can see, the objectives that we sought to state, and 
the objectives contained in your legislation are very parallel ; 
indeed they are similar on all major points. 
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Naturally, therefore, we believe that you have a good 
bill * * *.5 
Kenneth Williamson, director of the American Hospital Associa- 


tion, submitted a statement on civil defense with an accompanying 
letter to the subcommittee chairman which said: ( 


--_ 


We would particularly like to express our appreciation for 
this forward-looking piece of legislation, of which you are 
the sponsor, and anticipate the improved developments which 
could follow its passage.® 


Neil R. Allen, chairman of the civil defense committee, the Ameri- 
can Legion, submitted a statement, amplified in oral testimony of 
James R. Wilson, Jr., director of the Legion’s national security com- 
mission, and Judge Bruce Henderson of the Legion’s civil defense 
committee, which included these words: 


We congratulate .nembers of the Holifield committee who 
last year conducted such a thorough investigation of our 
civil-defense organization and operations and whose report 
serves as a basis for the bill that is before us now. We have 
studied the proposed bill carefully and strongly endorse its 
passage.’ 


Dr. Harold C. Lueth, chairman of the committee on civil defense, 
council on national defense, American Medical Association, testified: 


Mr. Chairman, there is no question but what this bill, H. R. 
2125, very definitely gives positive Federal leadership and 
strengthens the civil-defense effort, with the few modifica- 
tions we suggested.® 


Mayor Frank P. Zeidler, of Milwaukee, speaking for the American 
Municipal Association, stated : 


I desire to strongly support H. R. 2125 and identical bills. 
The bill, in my opinion, is excellently drawn and ought not to 
be weakened in any way. The bill’s proposals embody the 
position of the American Municipal Association in its stand 
on civil defense adopted at the congress of the association in 
St. Louis on November 28, 1956. I desire to enter into the 
record here the official policy of the association on civil 
defense.® 


Andrew J. Biemiller, representing the AFL-CIO, stated: 


Clearly the Federal Government must become more di- 
rectly involved in the civil-defense process. This is exactly 
the direction in which H. R. 2125 is oriented. We therefore 
want to make clear our support of the changes which would 
affirm the Federal Government’s broader responsibility 
for the Nation’s civil-defense program.” 


S. o Anthony, speaking for the Civil Defense Research Associates, 
stated : 


® Legislative hearings, p. 388. 
® Legislative hearings, p. 382. 
' Legislative hearings, p. 95. 

® Legislative hearings, p. 379. 
® Legislative hearings, p. 44. 
%# Legislative hearings, p. 98. 
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It is extremely important that new and stronger legislation 
such as you propose be enacted at once * * *,™ 


Col. Arthur M. Sheets, president of the National Association of 
State and Territorial Civil Defense Directors, and director of the 
Oregon State Civil Defense Agency, stated: 


The bill is comprehensive, sound, a long-needed advance- 
ment in civil-defense legislation, and a credit to your com- 
mittee.” 


Col. Richard F. Lynch, president of the United States Civil De- 
fense Council, and director of civil defense for Los Angeles, stated : 


The United States Civil Defense Council fully supports 
congressional bill H. R. 2125, which will place the basic re- 
sponsibility for civil defense in the Federal Government 
where it properly belongs, and will create a new Department 
of Civil Defense which will give stature, authority, and rec- 


ognition to the fourth arm of our national-defense pro- 
gram.* 


Mayor Thomas D’Alesandro, Jr., of Baltimore, chairman of the 
standing committee on legislation of the United States Conference 
of Mayors, stated : 


At the outset, I want to go on record in support of bill 
H. R. 2125 and all similar bills. Legislation of this character 
is badly needed to make our civil defense effort effective and 


to overcome widespread public apathy and indifference that 
presently exists.** 


Among the Federal Government agency witnesses, the Bureau of 
the Budget alone recommended against passage of H. R. 2125, Repre- 
sentatives of other Federal agencies more directly concerned with 
civil-defense programs supported the measure in varying degrees. 

FCDA Administrator Val Peterson testified that he was “largely” 
in agreement with the bill with the exceptions that he did “not go 
quite as far as the committee with respect to making it [civil defense] 
a primary responsibility of the Federal Government”; he had “some 
doubts about giving civil defense certain of the economic stabilization 
functions that presently rest in other places in the Government”; 
and that “the determination of whether this country will enter into a 
shelter program, so far as the executive branch is concerned, is yet 
to be made.” * 

Administrator Peterson made it clear that he personally favored a 
shelter-construction program and had in fact recommended a shelter 

rogram to the President, which program was under study at the 
Vhite House."* 

When asked if he was generally in accord with the purposes of 
H. R. 2125, Administrator Peterson replied, “Yes, but of course I have 
never urged personally the creation of a Department of Civil Defense 
on the basis that so long as I was Administrator I did not care to be 
in the position of advocating promoting myself.” 


1 Legislative hearings, p. 339. - 
12 Legislative hearings, p. 316. 
#8 Legislative hearings, p. 220. 
% Legislative hearings, p. 311. 
%% Legislative hearings, p. 260. 
1* Legislative hearings ov. 96? 


Legislative hearings, p. 259. 
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Altogether the FCDA submitted 47 suggested changes to H. R. 
2125, most of which changes were in the nature of clarifying 
language.*® 

Dr. Arthur Flemming, then Director of the Office of Defense 
Mobilization, said he “felt very definitely that we must update the 
civil-defense legislation.” While objecting to several provisions of 
the bill, Dr. Flemming commended the legislative approach in these 
terms: 


Yes, I think the activities of this committee in conductin 
long hearings to get a good factual background for it an 
then the constructive effort that they have made here to put 
a bill before the Congress and then hold hearings on the bill 
is all to the good. As I indicated, in my statement, my hope 
is that this is one area where as a result of hearings and dis- 
cussions back and forth we can come to pretty general agree- 
ment so that the executive and legislative branches really 
present a united front on this to the country. If we don’t 
there is no other way of getting support on the part of the 
citizens of the country.” 


The Department of Defense, in testimony presented by Assistant 
Secretary of the Army George H. Roderick, affirmed the need for a 
strong civil defense: 


The Department of Defense recognized that civil defense 
is an important part of our national security. The passive 
defense measures of civil defense must go hand and hand 
with the active defense measures of the military services, 

Both of these must support and complement the ground, 
sea, and air offensive means which will provide victory for 
the United States in any war. 

The Department of Defense strongly endorses the need for 
vigorous Federal leadership in civil defense and recognizes 
the importance of having a Federal organization which is 
capable of accomplishing this vital task.” 


With reference to the proposed legislation, Mr. Roderick said: 
“The bill itself has many excellent provisions and reflects the pains- 
taking care with which it was prepared.” * However, he declined, 
for the Department of Defense, to comment on the provision elevating 
civil defense to departmental status and expressed certain reserva- 
tions relating to the jurisdiction and role of the military services in 
civil defense. 

Representatives of the United States Naval Radiological Defense 
Laboratory, who analyzed the requirements and costs of a nationwide 
shelter program, advised the subcommittee that from a technical stand- 
point H. R. 2125 would provide the type of Federal program and au- 
thority required to meet the needs of an effective national civil de- 
fense. The laboratory officials, quite properly declined to express any 
policy position on behalf of the Department of the Navy or the De- 
partment of Defense.” 


18 Legislative hearings, pp. 290-305. 
1%” Legislative hearings, p. 179. 

* Legislative hearings, p. 138. 

21 Legislative hearings, p. 139. 

# Legislative hearings, p. 41. 
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The Atomic Energy Commission confined its testimony largely to 
discussing the functions of the AEC General Advisory Committee 
and the AEC Military Liaison Committee, upon which the subcom- 
mittee modeled its proposals for scientific advisory and military 
liaison committees for the Department of Civil Defense. 

The Bureau of Public Roads of the Department of Commerce pre- 
sented to the subcommittee an explanation and discussion of its report 
entitled “Highway Needs for Civil Defense,” dated September 1956, 
which was prepared at the request of the Federal Civil Defense 
Administration. While this discussion was pertinent to provisions 
of H. R. 2125, the Bureau did not comment directly on the bill. 

During the course of hearings on H. R. 2125, the Bureau of the 
Budget as well as the Federal Civil Defense Administration sug- 
gested that certain provisions of the proposed legislation be referred 
to the Department of Justice for consideration. Repeated efforts 
to obtain the views of the Attorney General, however, have not been 
successful. 

Two official subcommittee requests for information relating to 
martial-law aspects of the national civil-defense exercise designated 
“Operation Alert 1955” received negative responses from the Deputy 
Attorney General.** A further official request for the views of the 
Attorney General with respect to provisions of H. R. 2125 received no 
formal reply, but someone in the Department of Justice telephoned 
the subcommittee office to advise that the proposed legislation was of 
no interest to that Department. 

The subcommittee agrees with the Bureau of the Budget and the 
Federal Civil Defense Administration, however, that H. R. 2125 
contains provisions which should be of interest to the Department of 
Justice. Among those provisions are the emergency powers of the 
President and the Secretary of Civil Defense, procedures relating to 
condemnation of property, certain security requirements, and the pro- 
vision requiring Department of Justice approval of title in real prop- 
erty acquisitions. 


INCREASED FEDERAL RESPONSIBILITY FOR CIVIL DEFENSE 


Every witness appearing before the subcommittee expressed agree- 
ment with the underlying premise of H. R. 2125 that increased Federal 
responsibility is required in civil defense today. The Bureau of the 
Budget and the FCDA, in contrast to the great majority of the wit- 
nesses, were unwilling, however, to endorse the formulation of Fed- 
eral responsibility contained in H. R. 2125. Whereas the subcommit- 
tee bill represented a complete redrafting of civil-defense legislation, 
the ehove-named executive agencies offered as an alternative a num- 
ber of inadequate amendments to the existing 1950 law. The FCDA 
transmitted a draft of these proposed amendments, approved by the 
Bureau of the Budget, to the Congress on February 8, 1957. They 
were introduced originally as H. R. 4910 and H. R. 4911. 

The principal effect of these proposed amendments would be to 
alter the existing act in the following respects: 

1. Section 2 of the act would be changed to state the policy 
and intent of Congress that “the responsibility for civil defense 
shall be vested jointly in the Federal Government and the several 


* Legislative hearings, pp. 209, 301. 
™ See copies of correspondence, legislative hearings, pp. 308-310. 
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States and their political subdivisions,” rather than “primarily” 
in the States and localities, as the act now states. 

2. Subsection 201 (h) of the act would be amended to author- 
ize the procurement and maintenance by the Federal Government 
of radiological instruments and detection devices, protective 
masks, and gas-detection kits and the distribution of same to 
the States for civil-defense purposes. 

3. Subsection 201 (i) of the act would be amended to remove 
the prohibition against making financial contributions to the 
States for civil-defense personnel and administrative expenses 
and to eliminate the present restriction upon financial contribu- 
tions for personnel equipment for State and local civil-defense 
workers. 

4. Subsection 201 (i) would be further amended to remove the 
current requirement that all Federal financial assistance for civil- 
defense purposes be equally matched by contributions from the 
States and localities. 

5. The enforcement provisions of the act would be altered. 

6. The act would be amended to incorporate the minimum-wage 
provisions of the Davis-Bacon Act with regard to the employ- 
ment of persons on any project financed with the assistance of 
Federal funds under the act. 

7. The current ceiling of $100,000 for the payment of trainee 
expenses at FCDA training schools would be removed. 

(Norr.—On July 15, 1957, the House passed H. R. 7576 (as 
a substitute for H. R. 4910 and H. R. 4911), providing for these 
changes with the important exceptions that the existing 50-50 
basis of matching grants is retained and Federal payments for 
trainee expenses are limited to not more than 50 percent of the 
total of such expenses. ) 

The amendments proposed by the administration in H. R. 4910 and 
H. R. 4911 are not inconsistent with the subcommittee bill, H. R. 2125, 
with the single exception of the policy statement that civil defense 
responsibilities shall be vested jointly in the Federal Government and 
the States and localities. 

H. R. 2125, in its declaration of policy, states that “civil defense 
is an integral part of national defense and a direct responsibility 
of the Federal Government in keeping with its constitutional duties 
to provide for the common defense and to protect the States against 
invasion.” The declaration further states that “the Congress recog- 
nizes that the States and their political subdivisions have an important 
supporting role and should be assisted and encouraged to perform 
appropriate civil-defense tasks consistent with the national plan of 
civil defense provided for in this act.” 

The substantive provisions of the bill spell out the Federal program 
and master plan within the framework of which the States and local- 
ities can perform an important supporting role and can develop their 
own operating programs. 

Despite the bill’s emphasis on the importance of State and local 
participation, the Bureau of the Budget and the Federal Civil Defense 
Administration chose to construe H. R. 2125 as though it would vest 
virtually the entire civil-defense responsibility in the Federal Gov- 
ernment. It was suggested that the subcommittee accept the word- 


ing “joint responsibility” as describing the Federal and State roles 
in civil defense.”5 


* Legislative hearings, pp. 186, 246-247. 
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The subcommittee believes that the use of the term “joint respon- 
sibility” only serves to perpetuate the ambiguity inherent in the exist- 
ing legislation concerning the relative responsibilities of the Federal 
Government and the States. By defining clearly the role and respon- 
sibilities of the Federal Government, the States and localities will be 
aided in defining and carrying out their necessary supporting role. 
The subcommittee bill, H. R. 2125, delineates in positive terms the 
Federal responsibility for civil defense. 

In other respects the FCDA-Budget Bureau draft of legislation 
also falls far short of the objectives of an effective civil defense. The 
modification of the equal-matching requirement, for example, does 
not apply to funds for shelter construction. The 50-50 formula in 
the existing legislation for shelter funds is left untouched. No con- 
tributions to the States have been made under this provision during 
the more than 6 years since the law was enacted. 

The subcommittee believes that the amendments proposed by the 
FCDA are a vain attempt to patch up an outmoded and unrealistic 
law. It is the considered judgment of the subcommittee that only 
a completely new approach, as embodied in H. R. 2125, can provide 
the basic civil-defense policy and program required in this age of pos- 
sible thermonuclear warfare. 

The subcommittee does not consider H. R. 2125 a perfect bill. Nu- 
merous amendatory suggestions have been received by the subcommit- 
tee and it is probable that many of these suggestions will be incorpo- 
rated in the bill by the subcommittee. Nevertheless, the evidence thus 
far presented weighs heavily in favor of the basic objectives of H. R. 
2125. 

At the conclusion of this subcommittee’s civil-defense investigative 
hearings last year, the White House released a letter from the Presi- 
dent to FCDA Administrator Peterson, dated July 17, 1956, which 
stated, among other things: 


An effective civil defense is an important deterrent against 
attack on our country and thus helps preserve peace. In the 
event of an attack upon us, civil defense at once becomes one 
of our immediate reactions imperatively required for our 
Nation’s survival. . 

* * * it is clear that the destructive capabilities of poten- 
tial enemies have been outpacing our nonmilitary defensive 
measures since the Federal Civil Defense Act was passed 6 
years ago. It is equally clear that no matter how crushing 
a blow we can strike in retaliation for an attack upon us, to 
permit our great centers of population and industry to lay 
exposed to the weapons of modern war is to invite both an 
attack and national catastrophe. 

Therefore, our whole civil defense effort needs both 
strengthening and modernizing.* 


The President also cited the work of the Military Operations Sub- 
committee and other groups and further stated: “I will earnestly con- 
sider the findings of these committees and suggest appropriate legis- 
lation in my annual message to the Congress next January.” 


* Legislative hearings, pp. 183-185. 
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Assistant Budget Director Robert Merriam testified that the 
FCDA-proposed amendments constituted the total civil-defense legis- 
lative program of the President,” but the subcommittee fails to see 
wherein these amendments would produce the “strengthened” and 
“modernized” civil-defense effort called for by the President. 


SUELTER AND EVACUATION POLICIES 


The subcommittee’s 1956 report recommended that the new Depart- 
ment of Civil Defense be authorized to finance the construction of 
civil-defense shelters, with the cooperation of State and local author- 
ities. Pursuant to this recommendation, H. R. 2125 provides that 
the national plan of civil defense shall include the sheltering of the 
civilian population, the Secretary of Civil Defense being specifically 
required to construct group shelters. 

At the time the subcommittee conducted its 1956 civil defense in- 
vestigation, it was the policy of the Federal Government to assist and 
encourage the development of evacuation plans by the States and 
localities as a primary national civil defense measure. FCDA offi- 
cials contended that shelter protection against the effects of high-yield 
nuclear weapons would be prohibitive in terms of costs and the ma- 
terials required.” 

The subcommittee’s investigative hearings produced evidence clearly 
indicating that evacuation is an unworkable substitute for shelter 
and that the construction of shelters offering reasonable protection is 
well within the economic capacity of the Nation. It was found that 
the evacuation policy of the Federal Civil Defense Administration 
rested on an assumption of unreasonable warning time and did not 
fully take into consideration the effects of widespread lethal radio- 
active fallout.®* 

In the recent subcommittee hearings on H. R. 2125, additional evi- 
dence was received from highly responsible sources attesting to the 
desirability of instituting a nationwide shelter construction program 
designed to provide protection against the triple devastating effects 
of nuclear explosions—blast, fire, and radioactivity. 

Representatives of the United States Naval Radiological Defense 
Laboratory presented to the subcommittee the general requirements 
of a national civil defense countermeasure system which the Labora- 
tory had devised after more than a decade of radiological defense 
study. Dr. Paul C. Tompkins, Scientific Director of the Laboratory, 
underscored the need for planning a program nationwide in sco 
by noting that as few as 100 megaton-size weapons could subject the 
entire United States to lethal radioactive fallout. 

The multiphase countermeasure system devised by the Naval Lab- 
oratory encompassed immediate survival, emergency operations, and 
long-term recovery operations. The central countermeasure of this 
system is shelter, around which all other countermeasures must be 
developed. 

As outlined by the Laboratory officials, three basic types of shelters 
should be constructed. To protect approximately 100 million persons 





2? Legislative hearings, p. 196. 

23 Subcommittee report, p. 4. 

2 Subcommittee report, pp. 82—93. 

*® Subcommittee report, pp. 22-30, 33-39. 
® Legislative hearings, pp. 25-26. 
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in nontarget areas, fallout shelters could be constructed for approxi- 
mately $3 billion. An additional 35 million persons residing in more 
Sneslp populated areas subject to possible fire storms could be pro- 
vided with combination fallout and fire-storm shelters at an approxi- 
mate cost of $2.1 billion. Underground shelters to protect against 
blast, fire, and radiation well within the fireball itself could be pro- 
vided for the densely populated areas at an estimated cost of $10.5 
billion.* 

The total cost of the entire shelter-construction program outlined 
by the Naval Laboratory was thus estimated as approximately $15.6 
billion. To equip the shelters with the necessary supplies and fur- 
nishings was estimated to cost an additional $4 billion, making the 
overall cost approximately $20 billion.** 

The subcommittee’s report in 1956 pointed out that one of the prin- 
cipal reasons underlying the FCDA policy of evacuation as an alterna- 
tive to shelters was the assumed excessive cost of a shelter-cconstruction 
program.** But only within the past year has any technical infor- 
mation been developed with respect to the probable cost of an evacua- 
tion program. This information indicates that extra highway im- 
provement costs for evacuation would exceed those for shelter con- 
struction. 

In September 1956 the Bureau of Public Roads of the United 
States Department of Commerce transmitted to the FCDA a report 
entitled “Preliminary Report on Highway Needs for Civil Defense,” 
which had been prepared at the request of FCDA. According to the 
Bureau of Public Roads, to evacuate the population of 150 target areas 
a distance of 25 miles in a period of 2 hours would cost approximately 
$20 billion in highway improvements alone. Of this total, less than 
$4 billion would be needed for the normal highway improvements 
required during the next 10 years, the remaining $16 billion being 
exclusively civib-deloans costs. 

To evacuate the population of 147 target areas a distance of 40 
miles in a period of 214 hours, according to this study, would cost 
$27.7 billion in highway improvements, of which approximately $23 
billion would be exclusively for civil-defense purposes. 

These estimates covered only the highway-improvement costs outside 
the built-up urban areas and did not include any other civil-defense 
costs associated with an evacuation program.** No estimates were 
included concerning the additional costs of medical, food, and clothing 
supplies and fallout shelters for evacuees. 

The overwhelming evidence tending to discredit the mass-evacuation 
concept appears to be forcing a change in the announced policies of 
FCDA. In testifying on H. R. 2125, Administrator Peterson acknowl- 
edged that he had already reached a decision that shelter is necessary. 
He informed the subcommittee that as far as FCDA is concerned, 
there is no longer a question as to the propriety of building shelters. 
His agency, he said, has submitted to the President “a very far- 
reaching program for the development of shelters on a national basis, 
involving tremendous sums of money.” * 


22 Legislative hearings, pp. 30—40. 

33 Legislative hearings, pp. 39-40. 

*% Subcommittee report, pp. 22-24, 82-93. 
* Legislative hearings, pp. 111-113. 

* Legislative hearings, p. 258. 
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Despite this endorsement of shelters by the FCDA Administrator, 
the subcommittee has found no evidence that the FCDA has taken 
concrete steps to change the basic orientation of civil defense away 
from evacuation. When asked what our people could do if the enem 
were to attack at the present time, the Administrator replied that “most 
cities at the present time would attempt to evacuate their populations 
into safer places.” *7 

To explain the Nation’s present reliance on mass evacuation as a 
primary civil-defense measure, in spite of its acknowledged short- 
comings, the Administrator stated : 


* * * At the time we developed the evacuation concept— 
it is very easy to second guess, that is done every morning 
after a football game is play ed—but at the time we devel- 
oped it we were not familiar with the radioactive fallout 
in the United States, and we considered that if you saved 
the people’s lives from blast and fire you would be saving 
their lives, period. 

Now you have to save their lives not only from blast and 
fire, but from radioactive fallout. So our problem has be- 
come more difficult with the passage of time.** 


The subcommittee believes that the Federal Civil Defense Admin- 
istration has been grossly negligent at the possible expense of our 
national security if it is only now taking into consideration the 
hazards of radioactive fallout. More than 3 years have passed since 
the H-bomb was exploded at Bikini (M: arch 1954), and as recently 
as January 1956 the FCDA ventured to conclude that evacuation is 
the only answer to high-yield weapons.*® 

Despite the sustained emphasis of FCDA on evacuation, the Admin- 
istrator has repeatedly insisted that his agency is pursuing a balanced 
policy of evacuation and shelter. In a letter to the subcommittee 
dated May 3, 1957, the Administrator stated that a section of the sub- 
committee’s 1956 civil-defense report— 

* * * fails to recognize that FCDA policy has been based 
on a balanced application of movement and shelter. The 
implication is that the United States, in the absence of ade- 
quate shelter, should deny itself whatever protection is in- 
herent in its great capability of movement and make its cen- 


tral measure ‘sh elter which, though highly desirable, is now 
nonexistent.*° 


Inasmuch as the Administrator has never requested funds for shel- 
ters and the Federal Government has never made available matching 
funds for shelter construction by the States, it is difficult to under- 
stand wherein lies the balance between evacuation and shelter in 
FCDA policy. The Administrator’s statement that shelter “is now 
nonexistent” tends only to emphasize the patent imbalance. 

The total lack of a civil defense shelter policy is further pointed 
up by Administrator Peterson’s admission that his endorsement of 


shelters is a purely personal one which does not reflect the policy of 
the executive branch of the Government.“ 


7 Legislative hearings, p. 266. 
% Legislative hearings, p. 266. 
3° See subcommittee report, p. 93. 
“ Legislative hearings, p. 275. 
“ Legislative hearings, p. 258. 
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While the subcommittee has been informed of the existence of an 
FCDA shelter study, the Bureau of the Budget has declined to make 
the study available to the subcommittee, stating that it “is still in 
the process of review,” and that “the final decision on this proposal 
will be made by the President.” # 

It is encouraging to the subcommittee to note that shelter testing 
is included in the current atomic tests in Nevada. It is hoped that 
the results of these tests will be useful in determining the types of 
shelters required for civil defense and will stimulate executive action 
in the formulation of a national shelter policy. 

The subcommittee may conduct additional civil-defense hearings 
on this phase of civil defense at a later date. 


RADIOLOGICAL DEFENSE PLANNING 


In the course of the hearings on H. R. 2125 the subcommittee inquired 
into the status of an FCDA contract for radiological defense planning. 

In the fall of 1955 the University of California was approached 
by the Civil Defense Advisory Committee of the National Academy 
of Sciences concerning the possibility of having the university under- 
take a radiological defense study for the FCD A. After consultations 
among its faculty and with officials of laboratories engaged in work 
of a related nature, the university signed a 1-year contract for this 
study with FCDA in March 1956. 

Under the terms of this contract the university agreed to undertake 
“the initial study and research necessary to furnish the basis for 
design and development of the organizational system necessary to 
execute a national radiological defense plan.” This would involve, 
among other things, a “comprehensive determination, review, and 
analysis of the present status of radiological defense and its relation 
to overall civil defense and weapons development.” * 

In its 1956 report the subcommittee criticized this contract as 
excessively broad in scope, constituting a virtual transfer to a con- 
tracting party of a large segment of FCDA’s statutory functions.“ 

During the remainder of 1956 and early 1957, the university was 
engaged in obtaining security clearances for the required personnel 
and developing an understanding as to how the study should be made. 
As these preparations proceeded, it became apparent to the university 
as well as to FCDA that the subcommittee’s criticism of the scope of 
the contract was well advised. In January 1957 the two parties to 
the contract agreed on a more specific objective.* 

Despite this agreement, the university was stymied in the perform- 
ance of the contract because of inability to obtain ready access to 
pertinent classified information in the possession of various Gov- 
ernment agencies. 

In its quarterly progress report for the period ending December 
31, 1956, the university stated this problem, in part, as follows: 


The project has been seriously handicapped in its research 
efforts by the difficulties encountered in securing classified 
information essential to the progress of the research program, 





@ Legislative hearings, p. 207. 
4 Investigative hearings, pt. 4, p. 1356. 
“ Subcommittee report, p. 47. 
* Legislative hearings, p. 396. 
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In particular, the project has not been able to secure classi- 
fied documents directly from NRDL, but must channel 
requests for such information through FCDA to DOD for 
approval of release from NRDL. These DOD approvals 
have not been forthcoming. Equally serious has been the in- 
ability of our project staff to engage in technical interchanges 
with personnel at NRDL, because of security restrictions. 
Even difficulties have been encountered in securing collections 
of unclassified documents. The bibliography referred to, 
in section V above, was circulated among project staff mem- 
bers and the documents requested from NRDL, on the basis 
of this bibliography, have not been received, because of uncer- 
tainty as to whether a collection of unclassified documents 
bears a higher classification than the individual papers. 
Project staff members, visiting AEC installations, have been 
allowed a sigma 11 access clearance, which does not allow 
discussion on weapons effects data essential to the research 
program of Project Civil. Access clearances of sigma 4 
category are needed for most members of the project staff.“ 


In a separate memorandum to FCDA, dated January 29, 1957, the 
university project officer discussed the problem in more detail and 
reminded the Assistant Administrator for Technical Advisory Serv- 
ices that— 


When this project was first conceived, the needs for this 
information and technical interchange were recognized, and 
in fact, one of the reasons for requesting the University of 
California to undertake Project Civil was the proximity of 
the university to the laboratory having the responsibility for 
the radiological defense of the Armed Forces, namely, the 
United States Naval Radiological Defense Laboratory.“ 


The project officer advised the FCDA at that time that “If this 
situation cannot be alleviated in the near future, I have no alternative 
but to recommend that the university discontinue its effort on Project 
Civil.” 

In testimony received from representatives of FCDA, the Depart- 
ment of Defense and the Atomic Energy Commission, the subcommittee 
learned that the principal problems encountered by the university in 
obtaining access to essential information stem from complicated ad- 
ministrative procedures adopted for the transfer of information from 
the AEC and the Department of Defense to FCDA. 

Under present arrangements, an FCDA contractor desiring classi- 
fied information or access to an AEC or Defense facility for the pur- 
pose of discussing classified data must submit a request to FCDA, 
which then requests the data or clearance from the appropriate agency. 
Under the terms of a classified agreement among FCDA, AEC, and 
Defense, the transfer of information, documents, or clearance is then 
made to FCDA for further transfer to the contractor. The exchange 
of information between two contractors working on closely related 
projects is also governed by this arrangement.” 


Legislative hearings, pp. 433-434, 
Legislative hearings, p. 430. 
# Legislative hearings, p. 432. 
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The Armed Forces Special Weapons Project (AFSWP), acting for 
the Department of Defense, makes a joint determination with AEC 
as to the nuclear-weapons-effects data that shall be furnished to FCDA. 

The subcommittee was advised by the FCDA that the problem con- 
fronting the University of California project was one on which the 
FCDA, Defense, and AEC had been working for some time and 
that a suitable understanding had been reached. This understanding 
had been arrived at so recently, however, that the university had not 
been advised of it. The subcommittee was informed that every effort 
would be made to speed up the process through which FCDA con- 
tractors are furnished classified data. 

The testimony concerning the University of California radiological 
defense contract was presented to the subcommittee on March 7, 
1957, 1 year after the contract was signed and approximately 114 
years after negotiations for the study were begun. The contract it- 
self was scheduled to run for a 1-year period, but Dr. Ronald W. 
Shephard, a project officer of the university, stated that as a conse- 
quence of the delays incurred the first phase of the study would not be 
completed for another 6 months to a year. 

The first phase, it should be noted, is not the application of a radio- 
logical defense system to the entire United States, but the develop- 
ment of a method of determining “what protection might be afforded 
under various fallout patterns arising in our study of the distribution 
of fallout.” *° 

The subcommittee observes that the Federal Civil Defense Admin- 
istration has permitted an unreasonable lag in the development of a 
radiological defense system. Within 2 months after the university 
contract was signed, the subcommittee questioned FCDA Admin- 
istrator Peterson and his staff as to whether the contract was too 
broad in scope. Administrator Peterson was specifically asked: 


What happens in a year or so if it is said that further 
studies need to be made because they have spent the first 
year or two tooling up or gathering basic information? For 
in fact this contract deals with the responsibility of the uni- 
versity to come to Government agencies and police up the 
information and in return relay it to the FCDA? ® 


It was not until 8 months later that the FCDA and university offi- 
cials concluded discussions leading to a more specific project than 
that spelled out in the contract. And even then, the problems of 
obtaining access to classified Government information were not yet 
resolved. 

The subcommittee believes it is extremely urgent that a compre- 
hensive radiological defense system be developed for the United States 
at the earliest practicable date. In this connection, the subcommittee 
notes that the FCDA-sponsored “survival plan” program has been 
underway for nearly 2 years, but much of the basic data needed to 
establish the requirements of the “survival plans” is yet to be devel- 
oped. In fact, Dr. Shepard, of the University of California project, 
testified that to his knowledge no one engaged in a “survival plan” 
study has ever sought information or advice from the project.*? 


© Legislative hearings, p. 400. 
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EMERGENCY AUTHORITY AND THE MILITARY 


Title III of Public Law 920 authorized the Federal Civil Defense 
Administrator to exercise certain emergency powers in the event of a 
duly declared civil-defense emergency. Nevertheless, at the outset 
of the national civil defense exercise designated “Operation Alert 
1955,” the President declared mock martial law in view of the obvious 
breakdown of civil government under the assumed attack conditions, 

The following year, during the “Operation Alert 1956” exercise, 
the martial-law proclamation ° was replaced by a proclamation direct- 
ing the military to assist the FCDA and authorizing the Secretary of 
Defense “to establish whatever military areas may be required in 
performing any mission assigned to the Armed Forces.” In addi- 
tion, the FCDA Administrator was directed to exercise control in 
areas where State and local civil governments were no longer able to 
function. 

In its 1956 report on civil defense this subcommittee discussed some 
of the many problems which arose out of the 1955 martial-law dec- 
laration and noted some of the fundamental questions left unanswered 
with respect to the meaning of the 1956 declaration.** Among other 
things, the subcommittee observed that the texts of the 1956 procla- 
mation and military directives had not been made public, and it was 
recommended that the martial-law studies conducted within the execu- 
tive branch be made available to the Congress and the public.™ 

Despite a formal subcommittee request to the Office of Defense 
Mobilization, the 1956 documents have not been released and, as pre- 
viously noted, the martial-law studies have not been made available 
to the subcommittee. The Department of Defense, however, has sub- 
mitted to the subcommittee a statement of that Department’s policy 
position which is based on the martial-law study conducted by the 
Army.*® 

The subcommittee intends to examine carefully the Operation Alert 
exercise scheduled for 1957 and to continue its study of martial-law 
questions posed by civil defense emergency ne 

The emergency-authority provisions of H. R. 2125 have been de- 
signed to expand the title III provisions of Public Law 920 to pre- 
serve the supremacy of civilian rule under emergency conditions to 
the greatest possible extent. The provision expressly recognizes that 

“in the event of enemy attack military rule may be necessary in cer- 
tain areas and under exceptional circumstances” but declares that 
“such rule shall be strictly limited in time and place and instituted 
only to serve urgent and immediate military requirements.” 

The subcommittee is convinced that a strong national civilian or- 
ganization, adequately equipped and in command of the resources of 
the Federal Government, is essential if military rule is to be avoided 
in time of a civil- defense emer gency. At the same time, it is recog- 
nized that the assistance of the Armed Forces will be required to the 
extent that the rendering of such assistance does not unduly interfere 
with the performance of their assigned military missions. 
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In testifying on H. R. 2125, the Department of Defense representa- 
tives endorsed the emergency authority provisions of the bill within 
the limits of the following basic principles: 


First, the primary responsibility of the Department of De- 
fense is for military operations in defense of the United 
States. 

Second, the Secretary of Defense, with the approval of the 
President, should determine those military resources which 
may be made available for emergency support of civil- 
defense operations. 

Third, military personnel, units, and other resources which 
are temporarily made available to civil-defense organizations 
should remain under military command and control and be 
withdrawn by the Secretary of Defense, with the approval of 
the President, when these military personnel, units, or re- 
sources are required for military operations or their 
support. 


These principles must be considered in the context of the language 
in H. R. 2125 which provides for the employment of military re- 
sources and personnel for civil-defense purposes under the general 
supervision and direction of the Secretary of Civil Defense and which 
does not except the military from the authority of the Secretary to 
“coordinate and direct for civil-defense purposes the activities of the 
various Federal departments and agencies.” 

Difficult problems are posed. The subcommittee’s objective, as 
stated above, is to preserve the essentially civilian character of civil 
defense. Granted the primacy of the military missions of the Depart- 
ment of Defense, it is not altogether clear how these missions would 
be executed in the event of nuclear attack. It is conceivable that many 
military units will not be launched on military missions during the 
first days—and possibly weeks or months—following a surprise air 
attack against the United States. In such case the trained manpower 
of these units would be of great value in the performance of civil- 
defense functions if such contingency were planned for in advance. 

The issue of civilian versus military control extends beyond the 
question of directing military resources in support of civil defense. 
In view of the broad sweep of powers inherent in martial law as 
defined by the Department of Defense, civilian control of civil-defense 
operations in any case would depend upon the avoidance of a declara- 
tion of martial law. 

It is the view of the Department of Defense that if martial law 
were declared, the civil defense emergency authority “would be subject 
the same as any other law, to the necessities of the military situation.” 
The Department of Defense, moreover, has recommended that a 
declaration of martial Jaw which designates that Department as the 
enforcing agency should, among other things: 





Specify that all civilian activity within such areas, in- 
cluding civilian relief efforts by local, State, and Federal 
authority, comply with orders of the military commanders 
in charge.” [and] 
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Avoid delegating to the Secretary of Defense, the service 
Secretaries, and military commanders as specified, the re- 
sponsibility for carrying out the determinations and decisions 
of the Federal agencies of the Government.** 


Briefly stated, the basic position of the Department of Defense ap- 
pears to be that it strongly urges the establishment of an effective 
national civil defense program which will not be dependent upon 
military resources to the extent of interfering with the performance of 
military missions. This would require a program enable of function- 
ing without a declaration of martial law; and in the event of a 
martial-law declaration all civilian authority would be subordinated 
to military necessities. 

To assist civilian authorities in civil defense or other domestic emer- 
gencies the Department of Defense has adopted policies requirin 
civil-defense training for Active and Reserve military personnel aa 
in the event of such civil-defense or other domestic emergencies, direct- 
ing military commanders to make available to civil authorities re- 
sources not essential to military missions. It is stipulated, however, 
that military commanders shall remain subject only to the authority 
of superiors in the military chain of command. 

The provision of H. R. 2125 establishing a Military Liaison Commit- 
tee was specifically designed to resolve some of the problems arising 
from military participation in civil defense. In addition to advising 
and consulting with the Secretary of Civil Defense on all Department 
of Defense matters relating to civil defense, it was contemplated that 
the Military Liaison Committee would constitute a means through 
which an understanding could be reached between the Department of 
Defense and the Department of Civil Defense concerning “civil de- 
fense training and exercises of military personnel, availability of mili- 
tary personnel, facilities, supplies, and equipment for potential or 
actual use in civil defense * * *.” 

The subcommittee believes that proper use of the Military Liaison 
Committee, or an equivalent organization, would serve the interests 
of both the FCDA and the Department of Defense in that, among other 
things, it would constitute a first step toward the resolution of issues 
such as who shall decide the extent and duration of military assistance 
and who shall exercise control over military forces engaged in civil- 
defense functions. 

The Department of Defense has agreed that the Military Liaison 
Committee might serve a useful purpose, but in testimony before the 
subcommittee, representatives of the Department recommended that 
H. R. 2125 be modified to provide that the chairman of the committee 
be appointed by the Secretary of Defense rather than by the Presi- 
dent. They were of the opinion that it is a military position which 
should be occupied by a military man. 

In further discussing the issue, it was pointed out that the chairman 
of the AEC Military Liaison Committee is a military man who also 
serves as Assistant to the Secretary of Defense for Atomic Energy. 

The facts in this case are that the present chairman of the AEC 
Military Liaison Committee is a retired major general who was ap- 
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pointed by the President to fill the position as a civilian. He also 
serves as a civilian assistant to the Secretary of Defense. 

There is nothing in H. R. 2125 which would prevent the President 
from appointing a retired military man to serve as chairman of the 
Civil Defense Military Liaison Committee. 

The FCDA has suggested that, if a Military Liaison Committee is 
established, the bill should be changed to provide that the chairman 
shall be appointed by the President upon the joint recommendation 
of the Secretary of Defense and the Secretary of Civil Defense. As 
an alternative, FCDA suggested that the bill provide for a Board 
made up of the Secretary of Civil Defense as Chairman, the Deputy 
Secretary of Defense as Vice Chairman, and including representation 
from the Atomic Energy Commission.” 

The subccmmittee is aware of the importance which the Depart- 
ment of Defense and the FCDA attach to the questions of military 

articipation in civil defense and the structure and functioning of the 
Military Liaison Committee. The staff has been instructed to cooper- 
ate with these two agencies in an effort to reach agreement on the 
specific language which should be incorporated in H. R. 2125 to 
achieve a workable arrangement. 

The subcommittee notes that the Department of the Army, which 
is responsible for the control of all emergency military assistance 
rendered to civil authorities, has demonstrated an awareness of the 
close relationship between civil defense and the military mission of 
defending the United States from a direct enemy attack. In addi- 
tion to its study of martial law as it relates to a possible civil-defense 
emergency, the Army has arranged for special studies to be made by 
the Operations Research Office (ORO) of the Johns Hopkins Uni- 
versity. 

One part of a broad Army-sponsored ORO study on defense of the 
United States is on “Effectiveness of Some Civil Defense Actions in 
Protecting Urban Populations” (classified “confidential”). While it 
is understood that the Army is not responsible for civil defense as such, 
the subcommittee commends the Army’s efforts to understand the civil- 
defense needs of the Nation and assess the probable effectiveness of 
the various civil-defense measures. Obviously, the effectiveness of 
the national civil-defense program will have a direct bearing on the 
ability of the military services to perform their primary military 
missions. 

FCDA BUDGET AND APPROPRIATIONS 


One of the persistent complaints voiced by FCDA Administrator 
Peterson before the subcommittee has been that Congress has refused 
to appropriate sufficient funds for Federal civil-defense functions. In 
1956 Administrator Peterson pointed out that the $300 million appro- 
priated for FCDA during the first 6 years of its existence (fiscal years 
1951-57) amounted to approximately 17.5 percent of the amounts 
requested by the Budget Bureau for that agency. 

During this current session of Congress the practice of budget cuts 
has continued. The Budget Bureau requested $130 million (plus $50 
million contingent upon passage of proposed amendments to Public 


@ Legislative hearings, p. 292. 
@ Investigative hearings, pt. 4, p. 1803. 
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Law 920), and Congress appropriated $39.3 million. This appropria- 
tion represents approximately 30 percent of the amount requested. 

While the FCDA Administrator may wish to construe this action 
as representing a lack of congressional support for civil defense, the 
subcommittee considers the entire history of civil-defense appropria- 
tions an indictment of FCDA for its failure to present a realistic and 
practicable program to Congress. 

The general breakdown of FCDA budget estimates and appropria- 
tions for fiscal year 1958, together with appropriations for fiscal year 
1957, is as follows: 





Appropriated, | Requested, Appropriated, 
fiscal year 1957 fiscal year 1958 fiscal year 1958 





Emergency supplies and equipment (stockpiling)_...... $47, 000, 000 $75, 000, 000 $3, 300, 000 
re ee oe ec nncentmemb bien ot 15, 560, G00 25, 000, 000 17, 000, 000 
Federal contributions (exclusive of amount requested 








for administrative contributions)_.__..__- 17, 000, 000 17, 000, 000 17, 000, 000 
Surveys, plans and research. _._..__._._____ 10, 000, 000 6, 700, 000 2, 000, 000 
Civil-defense functions of delegate agencies 4, 000, 000 6, 308 000 Jondclessnnonseus 
(Contingent requests for administrative contributions 

OD CS ow eh ooo sn badcnshikcs edesy <aadhosbalisiepa cae 50, 000, 000) ..........--cces 

eee 20) Oa! Tees | 93, 560, 000 | 180, 000, 000 | 39, 300, 000 


Except for the proposed provision of Federal matching funds 
for State and local administrative expenses, the changes represented 
in the 1958 request over the 1957 appropriations were: (1) a 60 
percent expansion of FCDA stockpiling; (2) a 60 percent increase 
in FCDA staff and operating expenses; (3) a 64 percent increase 
in funds for delegate agencies; and (4) a 33 percent reduction in 
funds for surveys, plans, and research. 

No major changes in FCDA policy or programs were advanced as 
justification for the tremendous increase in the total funds requested 
for fiscal year 1958. 

The $39.3 million appropriated for fiscal year 1958 is $90.7 mil- 
lion Jess than the amount requested by the Budget Bureau (exclud- 
ing contingent requests). Nearly 80 percent of this reduction came 
in the stockpiling item, which was pared from $75 million to $3.3 
million. 

The requested amount for stockpiling was unacceptable to the 
House Committee on Appropriations in view of FCDA’s apparent 
failure to establish an efficient warehousing system. The Appro- 
priations Committee noted that “we have on hand and on order $219.5 
million in supplies, some of which are 6 years old” and expressed the 
view that these supplies “are poorly located.” * 

Accordingly, the $3.3 million appropriated for the stockpiling 
function was specifically earmarked for necessary expenses for “ware- 
housing and maintenance” of the vast stocks already accumulated by 
the FCDA. No new procurements were authorized. 

While the $2 million appropriated for “Surveys, plans, and re- 
search” appears to constitute a drastic cutback in this program, it 
actually reflects the failure of FCDA to develop a worthwhile pro- 
gram with the $10 million appropriated for fiscal year 1957. From 


* House Committee on Appropriations report to accompany the independent offices appro- 
priation bill, 1958 (85th Cong., 1st sess.), March 1957, p. 3. 
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that appropriation there was a carryover of more than $6 million of 
unexpended funds, making more than $8 million available for fiscal 
year 1958. Incidentally, the $2 million in new money yf cae 
for this function represents the full amount requested for shelter 
design and testing and was specifically earmarked for this purpose.“ 

In the absence of explanation in the Appropriations Committee 
report concerning the deletion of funds for the civil-defense func- 
tions of delegate agencies, it must be assumed that the committee was 
not satisfied with the manner in which FCDA had been delegatin 
civil-defense functions to other Federal agencies. This deletion o 
funds, however, was largely offset by the provision of funds for 200 
additional personnel in FCDA. 

The shortcomings of FCDA are not limited to its management of 
civil-defense programs. As this subcommittee has indcated, there 
are also shortcomings in the basic civil-defense legislation. 

One glaring legislative deficiency rendered the FCDA budget vul- 
nerable to a point of order which was successfully made on the floor 
of the House against the use of funds for the “distribution of radio- 
logical instruments and detection devices” to the States and localities. 
It was pointed out in the House debate that, although the wording of 
this provision was contained in the two previous FCDA appropria- 
tion acts (fiscal years 1956 and 1957), it was not authorized in the 
organic legislation governing the FCDA and therefore was in viola- 
tion of rule XXI, paragraph 2, of the Rules of the House of Repre- 
sentatives. 

This legislative deficiency has been known to the FCDA for at least 
the 3 years that it has attempted to obtain the required authorization 
through a rider on its appropriation bills. But only during this ses- 
sion has the FCDA proposed to Congress the basic legislative amend- 
ment required. 

The subcommittee believes that the FCDA will continue to be 
restricted by congressional appropriations until it devises a sound, 
realistic program and recommends to the Congress the type of compre- 
hensive legislation required to put that program into operation. 

In the opinion of this subeommittee the FCDA budget appropriated 
for fiscal year 1958 represents a vote of no confidence in the program of 
FCDA. The Congress cannot be expected to continue pouring money 
into a program which rests on an outmoded legislative framework and 
which is based on an unsound civil-defense concept. 


ALTERNATE ORGANIZATION PROPOSALS 


During the subcommittee’s consideration of national civil-defense 
problems, several alternatives have been suggested with respect to the 
proper place of the civil-defense organization in the Federal Govern- 
ment. It has been variously suggested that the civil-defense organiza- 
tion be made one of the following: a separate department in the De- 
partment of Defense;® a part of a new executive department; ® an 
agency within the Executive Office of the President; and an executive 
department of Cabinet rank. No one has suggested to the subcom- 


“ See debate in the Congressional Record (daily edition), March 20, 1957, p. 8575. 
® See H. R. 147 and similar bills, 85th Cong. 
* See S. 2159, 85th Cong. 


“H,. R. 2125 and identical bills; H. J. Res. 78 and H. J. Res. 88, 85th Cong. 
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mittee that the civil-defense organization should remain an independ- 
ent agency, although the Bureau of the Budget has recommended 
against departmental status. 

The chief advantages of making the civil-defense organization a 
fourth department within the Department of Defense are said to be 
that it would clearly establish civil defense as a part of the total 
national-defense program; it would permit a closer integration of 
military and civil-defense considerations, with possibly improved civil- 
military relations in civil defense; and it would facilitate the transfer 
of excess and surplus military stocks to sivil-defense uses. In addi- 
tion, it has been said that the closer identification of civil defense with 
military defense might increase the willingness of Congress to support 
the budget requests of the civil-defense organization. 

As reasons why civil defense should not be placed in the Department 
of Defense, it has been suggested that it would actually be reduced in 
status, having to operate under the Secretary of Defense; civil-defense 
considerations would tend to be unduly subordinated to military con- 
siderations; and, above all, it is most important to maintain strong 
civilian control over civil defense in view of the vast emergency powers 
vested in the civil-defense head. 

Arguments in favor of making the civil-defense organization an 
agency within the Executive Office of the President are that it would 
have more direct access to the President; it would be in a better posi- 
tion to direct the civil-defense planning and emergency functions of 
other Federal agencies; and it would tend to have greater influence in 
dealings with State civil-defense organizations. 

In opposition to placing civil defense in the Executive Office of the 
President, it is said that the civil-defense function now requires oper- 
ating civil-defense programs as well as the coordination of related 
functions performed by other Federal agencies. It would appear that 
whatever advantages there might be in Executive Office status with 
respect to staff and planning activities would be heavily outweighed 
by the disadvantages such status would mean from an operating stand- 
point. 

One alternative organization proposal would place civil defense in 
a new Department of Housing and Urban Affairs. This Depart- 
ment would merely combine the Federal Civil Defense Administra- 
tion and the Housing and Home Finance Agency as they now exist, 
but within the organizational framework of an executive depart- 
ment. There is little evidence at this time indicating whether an 
arrangement of this type would have any beneficial effect on either 
the housing or civil-defense functions. 

The proposal that the FCDA be elevated to departmental status 
has met with the unanimous approval of the subcommittee. While 
there may be certain disadvantages in having civil defense entirely 
separate from the Department of Defense, and possibly certain ad- 
vantages to be derived from other proposed arrangements might be 
sacrificed, the positive advantages of separate departmental status 
appear to outweight other considerations. 

The creation of a cabinet level Department of Civil Defense would 
establish civil defense as a permanent operating function of the 
Federal Government, at least as permanent as the miltary function. 
It would clearly establish the civilian nature of civil defense. It 
would assure direct access to the President and continued participation 
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in Cabinet matters by the civil-defense head. And, as provided in 
H. R. 2125, the Secretary of Civil Defense would participate in the 
work of the National Security Council on a basis of equality with 
the Secretary of Defense and other statutory members of the Council. 


CONTINUING SUBCOMMITTEE ACTIVITY 


At the present time the subcommittee is engaged in the study of 
more than 100 suggested amendments to H. R. 2125 presented for its 
consideration during the hearings on this bill and related civil-defense 
measures. It is anticipated that some of these amendments will be 
incorporated in H, R, 2125 before final action is taken by the sub- 
committee. 

Since the bill calls for a nationwide shelter program, the subcom- 
mittee desires to obtain more specific information on the feasibility 
of certain shelter designs. The atomic tests at the Nevada proving 
grounds will provide new data concerning the explosion effects on 
shelters of several different designs, including French and German 
designed structures. 

The subcommittee intends also to examine the status of the so-called 
survival projects launched by the FCDA with Federal funds. At 
present 38 such projects are underway in various States and metro- 
politan areas. In its 1956 report the subcommittee recommended 
the suspension of these projects because of evident duplication, un- 
sound planning premises, and uncertain guidance. 

The subcommittee is convinced that the terrible destructive effects 
of modern atomic-hydrogen weapon pose such a grave threat to 
this Nation’s survival that every effort should be made to establish 
the most effective practicable civil defense for the Nation. It is 
apparent to the subcommittee that such civil defense is dependent 
upon positive Federal action and leadership. It is equally apparent 
to the subcommittee that the States and localities must nach au 
strong supporting role in civil defense. It is the purpose of the 
subcommittee to present legislation which will make possible the 
creation of a strong Federal-State-local civil-defense program capable 
of offering our people substantial protection from the hazards posed 
by a possible enemy attack. Such protection, it is believed, will 
add immeasurably to the overall strength and ability of our Nation to 
deter a possible enemy attack. In this sense, civil defense can be a 
powerful force for peace. 








MINORITY VIEWS 


This is more than a report on the status of civil defense legislation. 
It is in effect a brief for the passage of H. R. 2125 and a restatement of 
the recommendations of House Report No. 2946 of the 84th Congress, 
2d session. 

Lest the impression be conveyed that those recommendations were 
originally adopted without dissent and are now reaffirmed by the entire 
committee, the undersigned are constrained to point out that a minor- 
ity report appeared with these same recommendations when they were 
first made and we feel it necessary to restate at this time that position 
of dissent. (See Minority Report, 24th Intermediate Report of the 
Committee on Government Operations, H. Rept. No. 2946, 84th Cong., 
2d sess. ) 

The first recommendations urge the centralization of civil defense 
activities in the Federal Government and the creation of a new Fed- 
eral Department. 

We feel strongly that the creation of new Government departments 
and any addition to the expense and complexity of the Federal Gov- 
ernment should be approached very cautiously. 

We must again point out that each new problem facing us is not 
automatically solved by an increase in Federal authority and a decrease 
in State authority in the area. 

The continuation of such a trend could well result in the ultimate 
obliteration of State and local government authority. The States 
would become mere appendages to the Federal Government without 
rights or jurisdiction of their own. We deplore the fact that States 
rights seem steadily to have given way to Federal authority. The ad- 
ditional impetus that the recommended legislation would provide 
might well start the erosion of the last barriers between Federal and 
State authority. 

The matters with which civil defense is basically concerned are 
those that are peculiarly the function of State and local government— 
such matters as fire and police protection, safeguarding of health, as- 
sertion of authority in times of disaster—whether natural or man- 
made—in short, matters that concern the very home of each citizen. 
In the light of recent developments these would appear to be virtu- 
ally the last stronghold of State and local authority. 

We submit that no case has been made for the creation of a new de- 
partment of Government. Even while recommending such a depart- 
ment, the committee apparently sees no clear line of demarcation be- 
tween responsibility of a civilian Department of Civil Defense and of 
the military departments. Some further study in this area would 
therefore seem to be indicated. 

The report admits (p. 26) that “there may be certain disadvantages 
in having civil defense entirely separate from the Department of 
Defense * * *” and apparently hopes (p. 22) that the provision in 
H. R. 2125 establishing a Military Liaison Committee will “* * * re- 
solve some of the problems arising from military participation in civil 
defense.” 
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Furthermore, the committee reports that the spokesman at the legis- 
lative hearings for the Department of Defense “expressed certain res- 
ervations relating to the jurisdiction and role of the military services 
in civil defense.” 

The undersigned also are of the opinion that recommendation 6, 
urging the construction of shelters in all target areas, has not been 
completely thought out. As the report notes (p. 9), the executive 
branch has yet to make a determination in this matter. 

The cost of one plan of such construction is estimated at $20 billion 
(Rep., p. 15) ; actual implementation could far exceed that. In view 
of the fact that large areas of controversy still exist with respect to 
the relative emphasis on evacuation or shelters in target areas, it 
would appear more judicious to investigate the problem further, and 
in the meantime rest upon the efficacy of the recent amendments to the 
Civil Defense Act. With the single exception of the policy statement 
vesting responsibility jointly in the Federal Government and the 
States and localities, the amendments when proposed were “not incon- 
sistent with the subcommittee bill” (Rept., p. 12). 

In view of the current debate with regard to fallout danger, it might 
well be that such legislation could be pushed through the Congress 
in an atmosphere of urgency which would tend to discourage the giv- 
ing of proper consideration to other factors. 

We do not in any way minimize the need for civil defense but in 
view of the magnitude of the expenditure involved we must be sure 
we are safeguarding against dangers that are clearly defined. There 
is no benefit in taking steps simply for the sake of taking steps and 
then possibly find that we have wasted our substance in a Maginot 
line type of false security. 

Finally, we wish to point out that, in the subcommittee meeting, 
upon a motion of Mr. Minshall, it was agreed that action would be 
deferred on these measures until January 1958. In view of the amend- 
ments to the 1950 Civil Defense Act previously referred to, this would 
appear to be the most logical course of action and one in which we 
concur. 

Cuartes B. Brownson, 
George Mraper. 
Wituiam E. Mrinsxatn, 
Cecir M. Harpen. 
CLARENCE J. Brown. 
H. Aten Sirs. 
Epwin H. May, Jr. 
Fiorence P, Dwyer. 
Vicror A. Knox. 
Rosert H. Micuet. 


While concurring in the above views, permit me to add that, after 
reviewing the additional evidence developed since House Report No. 
2946, 84th Congress, 2d session, was filed, in my judgment civil de- 
fense to date has been a waste of public funds. 

Why set up a new department and, in addition, spend $20 billion 
to build shelters to protect potential victims of an anticipated war 
before we know even what form that war will take—a war which we 
can avoid if we first think and act in the interests of our own country. 


Crare E. Horrman. 
O 
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Mr. Dawson of Illinois, from the Committee on Government Opera- 
tions, submitted the following 


NINTH REPORT 


On July 17, 1957, the Committee on Government Operations had 
before it for consideration a report from its Public Works and Re- 
sources Subcommittee entitled, ‘Operations of the Virgin Islands 
Government and the Virgin Islands Corporation.” 

After full consideration of the report as submitted by the subcom- 
mittee, upon motion made and seconded, the report was approved 
and adopted as the report of the full committee. The chairman was 
directed to transmit a copy to the Speaker of the House. 


InrRoDUCTION 


This report is based upon hearings held by the Public Works and 
Resources Subcommittee in 1956 and 1957. A total of 32 witnesses 
were heard on St. Thomas and St. Croix in the Virgin Islands and in 
Washington, D. C. A list of the witnesses appears in appendix I. 
In addition, a large volume of documentary material was received. 
(See hearings, Operations of the Virgin Islands Government and the 
Virgin Islands Corporation.) 

he hearings covered the operations of the Virgin Islands govern- 
ment and the Virgin Islands Corporation. The Department of the 
Interior also was involved since under section 11 of the Virgin Islands 
Organic Act (48 U. S. C. 1591; 68 Stat. 503) the executive power of 
the Governor “shall be exercised under the supervision of the Secre- 
tary of the Interior.”” The government comptroller of the Virgin Is- 
lands is appointed by the Secretary of the Interior and is subject to 
his general supervision (48 U. S. C. 1599). The Secretary is a mem- 
ber of the Board of Directors of the Virgin Islands Corporation (48 
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U.S. C. 1407 (h)) and the Corporation is subject to his general super- 
vision. 

While the committee believes that a real effort is being made by the 
officials of the Virgin Islands Corporation (hereinafter referred to also 
as Vicorp) to improve its operations and to put the Corporation on a 
businesslike basis, the committee is gravely concerned about the con- 
tinuing serious deficiencies in the government of the Virgin Islands. 
The committee is further convinced that the requis for the 
failure to remedy these deficiencies lies in part on the Governor of 
the Virgin Islands and on the Secretary of the Interior and his sub- 
ordinates. 

These officials cannot avoid this responsibility by shifting it to 
the people of the Virgin Islands. The people of the Virgin Islands 
are intelligent and capable of learning. It is up to the federally 
appointed officials to provide the leadership and training necessary to 
develop responsible self-government in the islands. So far as the 
committee can observe, this leadership has not been strong, at least 
since the enactment of the organic act in 1954. 

In this report, we shall attempt to present the major problems 
studied by the Public Works and Resources Subcommittee and to 
make recommendations which the committee believes will contribute 
to their solution. An exhaustive study of all the problems presented 
would run into hundreds of pages and would obscure the major points 
with a mass of detail. We have, therefore, confined the report to 
highlighting the major issues. For those who wish to go into detail, 
we respectfully suggest a reading of the printed record of the hearings 
and of the documents contained or referred to therein. 

At this point, the committee wishes to emphasize what it believes 
to be ‘ts major recommendation. That is, that the position of gov- 
ernment secretary be converted into a career position, to be filled by 
a person professionally trained and experienced in municipal manage- 
ment. The committee sincerely believes that the establishment of 
the office on this basis is the first step which will lead to an efficient 
and well managed administration of the executive branch of the 
Virgin Islands government. On the whole, the present department 
heads seem to be fairly capable and well intentioned individuals. At 
no place in the present organization, however, is there anyone well 
trained and responsible for the day-to-day overall supervision of these 
departments on a businesslike basis. 

The Governorship is and should continue to be a political position, 
whether appointive or elective. He is responsible to the President and 
the Secretary of the Interior for the basic executive policy decisions 
involving the islands’ affairs. It is the committee’s view that a 
government secretary who acts in the nature of a city manager can 
contribute materially to the sound and efficient management of the 
administration of the islands’ government. 

This report sets forth other important recommendations with 
respect to the operations of the Virgin Islands government and of 
the Virgin Islands Corporation. We believe, however, that the key 
to better administration is found in the recommendation made in the 
preceding paragraph. 

The committee feels bound to note that it is disturbed by the 
mistakes in statements of fact made to it by the Governor of the 
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Virgin Islands and the Director of the Office of Territories, Depart- 
ment of Interior. To some extent the good faith of these officials in 
making the misstatements becomes questionable because they were 


designed to shift blame for poor and wasteful management from 
themselves to their subordinates. 


PrincipaL CoNcLUSIONS AND RECOMMENDATIONS 
CONCLUSIONS 


I. Accounting, budget control, and finance. 


(a) Despite the provisions of the revised organic act, the Governors 
of the Virgin Islands have failed so far in their efforts to establish 
ph accounting records and procedures and effective budget 
controls. 

(b) At the close of the 1956 fiscal year, expenditures exceeded income 
attributable to that year. This violated the provisions of the revised 
organic act prohibiting deficit financing. 

(c) Some officials of the Virgin Islands government and, in one 
instance, the legislature have not demonstrated a realization of the 
significance of sound budgeting and sound budget controls. 


IT, Local taxation 


(a) The tax division, in the department of finance, and the office 
of the assessor, in the department of insular affairs, are understaffed 
and are handicapped by a lack of adequate records, procedures and 
equipment. 

(b) There have been undue delays in acting on requests of the head 
of the tax division and of the assessor for improvements in staffing 
and in records, procedures and equipment. 

(c) There have been wide divergences between real property valua- 
tions made by the assessor and those made upon appeal by the board 
of tax review. In its reviews, the board has not asked or permitted 
the assessor to explain the basis for her valuations. 

(d) Twice since the enactment of the 1954 Organic Act, the legisla- 
ture has allowed a “tax holiday” to occur by not enacting tax legisla- 
tion in time to replace expiring tax laws. These actions were not 
consistent with a high degree of legislative responsibility. In one 
instance the Governor contributed to the situation by failing to call 
a special session of the legislature in time to enact new legislation 
after the legislature had enacted and he had approved a law having 
a duration of only 6 months. 


III. The government comptroller 


(a) The organizational setup of the government comptroller and his 
office under the revised organic act should be improved. This is 
described in full in the part of this report entitled, ‘“The Government 
Comptroller.” 

(b) These basic organizational defects have led to a deterioration 
of the office of the government comptroller to a point where, with the 
resignation of the incumbent, the office became virtually ineffective. 

(c) Firm measures are required to revitalize the functions carried on 
by the government comptroller, to establish and maintain sound 
accounting and fiscal controls in the Virgin Islands government and to 
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provide the training which will enable residents of the Virgin Islands 
to take over the functions at a future date. 


IV. The government secretary 


(a) The government secretary has very few statutory duties. The 
position has, however, become the catchall for various responsibilities. 
At the time of the hearings, the government secretary filled 15 posi- 
tions on a permanent or on an acting basis, including those of 3 de- 
partment heads. 

(6) The position of government secretary is not being utilized to the 
best advantage. It is a key office through which sound and efficient 
management of the affairs of the Virgin Islands government can and 
should be attained. 


V. Water shortage on St. Thomas 


(a) Due to construction and modernization in recent years, the 
use of water in the city of Charlotte Amalie on St. Thomas has in- 
creased until it exceeds the locally available public water supply. It 
has been necessary to import large quantities of water from Puerto 
Rico. Studies indicate the present demand of about 200,000 gallons 
a day will be doubled by 1964. 

(6) No new public water facilities have been constructed on St. 
Thomas since 1949. In recent years the approach to the problem by 
the Governors and the Interior Department have been characterized 
by delay, indecision and waste. 

(c) While the Interior Department officials have been studying the 
possibilities of salt water desalting to supply water, they demonstrated 
very little knowledge of the economic factors involved in this expensive 
process. Research in salt water desalting may render any process 
now available obsolete in a few years. 

(2) The Department of the Interior and the Governor should give 
immediate consideration to the possibilities of surface water storage 
by use of dams. Preliminary studies by the Soil Conservation Service 
assert that an adequate amount of water could be caught and stored 
in a dam and reservoir project at a fraction of the cost of desalting. 
Despite the Watershed Protection and Flood Control Act provisions 
for such cooperation, neither the Governor nor the Interior Depart- 
ment has made any attempt to invite the cooperation of the Soil 
Conservation Service which has an active dam and reservoir program 
on St. Thomas. 

(e) The Governor and Interior Department officials wasted $40,000 
of Virgin Islands government funds by premature action in having a 
Navy water barge both activated and deactivated within a period of 
2 months. The Governor and the other officials involved acted 
hastily without adequate information. 

(f) After wasting the $40,000, the Governor acquired a secondhand 
tug and barge for $132,000 through a negotiated purchase. Upon 
arrival in the Vi irgin Islands on June 6, 19! 56, the barge leaked and 
the tug needed repairs. These cost $24,410. Since then numerous 
repairs have been required. The Governor testified that the tug 
and barge were inspected prior to purchase. It has been determined 
that no inspection of the barge was ever made, as a formal survey was 
deemed superfluous because the barge was acquired at scrap price. 
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(g) The tug and barge did not operate in late September, October, 
November, and early December, 1956. This was due to the failure of 
the Governor and the government secretary to heed the repeated 
requests of the commissioner of public works that action be taken to 
resolve certain personnel problems and his warning that this inaction 
was holding up the operation of the vessels. 

(h) A serious water shortage developed on St. Thomas by mid- 
December 1956. The responsibility for allowing the public water 
supply to become depleted rests primarily on the Governor. 


VI. Charges against the former commissioner of public works 


(a) Further investigation revealed that Mr. Lausi, director of Terri- 
tories, did not appear to know the basic facts involved and that, so far 
as the committee could ascertain, the charges he made at the hearings 
were without merit. 


VII. Conflicts between the Governor and the Legislature of the Virgin 
Islands 


(a) The Governor and the legislature have both made mistakes in 
their relationship to each other. To a large degree such mistakes are 
to be expected in the period of adjustment under thenew Organic Act 
of 1954. As the Governor and the legislature come to understand 
better their powers, duties, and responsibilities under the act, more 
harmonious relations should be developed. 

(6) Among the causes of the conflicts are the abuse of the item veto 

ower by the Governor, the inclusion of legislation in appropriation 
pills by the legislature, the order of the Governor prohibiting his 
subordinates from testifying before a legislative committee investi- 
gating allegedly illegal travel expenses, and the desire of the legislature 
to require confirmation of appointments to policymaking boards and 
commissions. 

(c) The Governor and the director of the office of territories com- 
pletely ignored the finding by the legislature’s finance committee that 
certain travel expenses were illegal. The committee believes that the 
contempt of the legislative committee implicit in their disregard of 
these findings is unwarranted and not conducive to proper govern- 
mental relations. The committee notes that in an advisory opinion 
to the subcommittee chairman, the United States Comptroller General 
was inclined to the view that certain of the travel expenses challenged 
by the finance committee were, in fact, unauthorized. 


VIII. Department of health 


(a) By far the larger portion of the medical services in the Virgin 
Islands are supplied by the Virgin Islands Department of Health. 
In recent years rising salaries and costs have caused a serious imbalance 
between services and supplies and medicines. For a considerable 
period the hospitals have been without necessary medicines. The 
Governor’s office and the health officials have used a series of question- 
able fiscal devices to meet the budget problem, and have failed to 
make the necessary program adjustments to live within the budget. 
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IX. Virgin Islands Corporation 


(a) After a long history of financial losses, the Virgin Islands Cor- 
poration seems to be on the verge of putting its sugar operations on a 
profitable basis. In addition, the Corporation shows favorable 
progress in correcting its accounting and budgetary deficiencies as 
noted by the General Accounting Office. 

(6) The Virgin Islands Corporation has, pursuant to a contract, 
been selling molasses to the rum distilleries on St. Croix at a price sub- 
stantially below that which could be obtained in an open market, 
This results in a subsidy of the rum manufacturing business by the 
Corporation. The cost of such subsidy is passed on to the Federal 
taxpayers and to the growers. The source of the matching funds paid 
to the Virgin Islands government is the internal-revenue tax on rum 
produced in the Virgin Islands. The amount of the subsidy runs from 
$50,000 to $100,000 a year, whereas the amount of matching funds 
exceeds $2 million a year. 

(c) The serious fire at the Virgin Islands Corporation’s sugar plant 
on January 23, 1957, disclosed that the Corporation management and 
facilities were seriously unprepared to fight a fire at the sugar plant. 
It also revealed a lack of coordination between the islands’ fire depart- 
ment and the Virgin Islands Corporation and a lack of a fire inspection 
and prevention program by the Virgin Islands government, as well as 
certain weaknesses in the islands’ telephone system which is operated 
by the government. 

(d) The committee discovered a number of apparent conflicts-of- 
interest situations which involved members of the Board of Directors 
of Vicorp and one which had existed involving an official of the Cor- 
poration. The committee found no evidence to indicate that these 
situations were created by improper motivations. The committee 
suggests that the situations were not conducive to sound management 
and operation of the Corporation. 

(e) The Virgin Islands Corporation carries on the construction 
hase of the Federal soil conservation program in the Virgin Islands. 
n at least one case, a reservoir, built under the soil conservation pro- 

gram, has been turned into a water supply for a hotel. This has led 
other hotels to request the construction of similar facilities for them. 

(f) While the Virgin Islands Corporation has authority to do so, it 
has devoted little attention to the development of marketing short- 
season crops for the local, Puerto Rican and mainland market. It 
has been established that tomatoes, beans, and perhaps other vege- 
tables can be produced economically on St. Croix. Establishment of 
a marketing apparatus is difficult because buyers with the need of a 
reliable source of supply do not wish to risk dependence on an untried, 
private source. 

(g) With the increasing popularity of the Virgin Islands as a resort, 
land values of residential and other areas are showing marked in- 
creases. This may lead to the abandonment of sugarcane production 
by private growers as their lands become more valuable for other 
purposes. In turn, this may cause the sugar mills to close. 


RECOMMENDATIONS 


I. Accounting, budget control and finance 


(a) The Governor and the Secretary of the Interior should, with 
the assistance of the General Accounting Office, make the successful 
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establishment and maintenance of an adequate system of accounts 
and budget controls a major objective for the immediate future. 

(6) Appropriations in excess of anticipated income should be 
avoided. 


(c) Related recommendations appear under the heading, ‘“Govern- 
ment Comptroller.” 


II. Local taxation 


(a) The tax division, the office of the assessor and the other tax- 
collecting offices of the Virgin Islands government should be consoli- 
dated into a single department or division headed, if obtainable, by 
a person experienced in the fields of Federal, State, and local taxation. 

(b) Prompt attention should be given by the responsible officials to 
the adequate staffing of the tax-collection office and of the assessor’s 
office and to the improvement of the records, procedures, and equip- 
ment of those offices. 

(c) In its review of assessments, the board of tax appeals should 
hear and consider the basis of the assessor’s valuations. 

(d) Tax laws of a permanent nature should be enacted and every 
effort should be made by the legislature and the Governor to avoid 
“tax holidays.” 


III. The government comptroller 


(a) Transfer the functions of the government comptroller to the 
United States Comptroller General and eliminate the supervisory 
responsibility and authority of the Secretary of the Interior in regard 
thereto. 

(6) Establish in the Virgin Islands a small resident office of the 
General Accounting Office. 

(c) Delegate to the head of that office, authority to settle accounts, 
claims, etc., subject to appeal only to the Comptroller General or, 
where such right exists by law, to the courts. This would eliminate 
the right of appeal to the Governor and to the legislature. 

(d) Encourage the resident office of the General Accounting Office 
to employ to the extent possible, a supplemental staff of able residents 
of the Virgin Islands. The Comptroller General should be authorized 
to establish a pay scale for such supplemental staff at rates consistent 
with those paid for similar service in the Virgin Islands. 

(ec) Authorize and require the Comptroller General, through his 
resident staff, to assist the Governor in establishing and maintaining 
the system of accounts required by section 18 of the organic act. 

(f) For the time being, centralize the control of expenditures of the 
Virgin Islands government so that no expenditures can be made or 
goods or services ordered or persons employed, unless an allocated 
appropriation is available to pay the costs thereof. 

(g) Enact legislation, as suggested by the Comptroller General, 
to provide penalties for making obligations or expenditures in excess of 
available funds and to provide other normal accounting and fiscal 
controls. Proposals for legislation should be presented by the Comp- 
troller General to the Virgin Islands Legislature or to Congress, as he 
deems appropriate. 

(h) Emphasize the training of resident Virgin Islanders employed 
in the local GAO with a view to placing its functions eventually under 
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the government of the Virgin Islands and subject to appropriations 
made by the legislature. 

(i) The resident office of the General Accounting Office should be 
required to furnish reports and other information ‘requested by the 
Virgin Islands Legislature, unless the Comptroller General determines 
that it is not physically feasible for the office to respond to such 
a request. 

(7) The expenses of the resident office should be paid out of Federal 
appropriations to the Comptroller General. However, it is believed 
such expenses should be limited to 5 percent of the anticipated reve- 
nues of the government of the Virgin Islands, including matching 
funds, for the ensuing fiscal year, and the appropriations of the Comp- 
troller General should be re simbursed for the expenses of the resident 
office from the matching funds without further appropriation by the 
Congress. The Legislature of the Virgin Islands should be authorized 
to appropriate additional funds for the office, if it wishes to do so. 

(k) The functions transferred to the Comptroller General should 
remain with him for at least 5 years, after which time he should be 
required from time to time to make such recommendations respecting 
the exercise of the functions as he deems appropriate. It is the inten- 
tion of the committee that the functions shall be placed in the govern- 
ment of the Virgin Islands, subject to an annual audit by the Comp- 
troller General, as soon as that government is able to carry them out. 
The committee again notes that section 18 of the organic act makes 
it the responsibility of the Governor of the Virgin Islands, under the 
supervision of the Secretary of the Interior, to establish and maintain 
adequate systems of accounting and fiscal control. 

(!) The committee requests the Comptroller General of the United 
States to prepare and present to it drafts of proposed legislation 
designed to implement the 11 foregoing recommendations. 


IV. The government secretary 


(a) The government secretary should be given the responsibility 
of supervising the overall management of the Vi irgin Islands govern- 
ment’s activities and functions. He should act primarily as the 
business manager of the government and this should be spelled out 
in the organic act. 

(6) The act should also be amended to require that the position be 
filled by a person professionally trained or experienced in govern- 
mental management, preferably at a local level. In order to attract 
qualified candidates, the position should be of a career nature, subject 
to removal under the civil service laws. For the time being, the 
government secretary’s salary should continue to be paid by the 
United States and be established under the Classification Act. To 
assure review of qualifications, the apppointment should be made by 
the President, with the advice and consent of the United States 
Senate. 


V. Water shortage on St. Thomas 


(a) The Interior Department and the Governor should undertake 
immediately, with the cooperation of the Soil Conservation Service 
and the Virgin Islands Corporation, a thorough study of the feasi- 
bility of constructing and maintaining a dam and reservoir at Turpen- 
tine Run on St. Thomas for the purpose of augmenting the public 
supply of water on St. Thomas, and as an alternative to the construc- 
tion of sea-water desalting facilities at the present time. 
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(b) In any case, the Interior Department should make a careful 
economic analysis of costs, of the islands’ ability to pay for water and 


of the financing of the facilities before proceeding with the installation 
of a sea-water desalting plant. 


VI. Charges against the former commissioner of public works 


(The conclusions of the committee under item VI speak for them- 
selves.) 


VII. Conflicts between the Governor and the Legislature of the Virgin 
Islands 

(a) The organic act should be amended to make it clear that the 

item veto power can be used only to eliminate items with their equiva- 
lent funds. 

(b) The legislature should refrain from including substantive legis- 

jation in appropriation bills. If necessary, the organic act should be 


amended to invalidate substantive legislation included in appropri- 
ation bills. 


VIII. Department of health 


(a) The Governor, the government secretary, and the commissioner 
of health must face the ‘problem of the health department budget 
realistically and must program the department’s activities, so that it 
will live within its budget and provide balanced services for the full 
year. 

(6) The Governor and legislature should give consideration to the 
former health commissioner’s suggestion that the income from fees 
charged at the hospitals be used to reimburse the health department’s 
budget. 

(c) The management of the old-age homes, now split between the 
health department and the department of social welfare, should be 
consolidated. 

VIRGIN ISLANDS CORPORATION 


(a) The next 3 to 5 years should be regarded as a period for testing 
the economic soundness of Vicorp’s sugar operations and the Cor- 
poration should be continued under Government ownership during 
that time. At the end of 5 years, at the most, Congress should study 
the results with a view to disposing of the sugar operations to private 
industry or to the Territorial government, if it shows a profit, and if 
reasonable safeguards can be obtained to protect the islands’ economy, 
or with the view to setting up a program for the discontinuance of the 
sugar operations and the disposal of its assets, if it continues to be 
unprofitable. In the latter case, the program will have to be designed 
to permit the St. Croix farmers to replace sugarcane with other crops 
which can be marketed for cash, and to provide some protection to 
the Virgin Islands government from the losses of the source of its 
matching funds. 

(6) The Governor of the Virgin Islands should set up a joint com- 
mittee, consisting of representatives of his office, of the legislature, of 
the distilleries, and of the Virgin Islands Corporation, to study the 
matter of the subsidy contained in the price of molasses, with the 
view to establishing a program which will, by contract and by law, 








10 OPERATIONS OF THE VIRGIN ISLANDS 


transfer any necessary subsidy for the rum industry from Vicorp, 
the Federal taxpayers, and the cane growers to the islands’ govern- 
ment. In the absence of any such agreement, the committee recom- 
mends: 

(1) That the Board of Directors of Vicorp refer the molasses 
contract to the Attorney General for court action to determine 
whether it was the intention of the parties to permit the setting 
of a price below a reasonably arbitrated, fair market price, and 

(2) That any legislation extending the life of the Virgin Islands 
Corporation contain suitable provisions for transferring the 
burden of the subsidy to the Virgin Islands government. 

(c) The management of the Virgin Islands Corporation should 
carry through, with vigor, its announced program of establishing 
adequate fire-fighting facilities and systems at the sugar plant. The 
Board of Directors should give further consideration to the matter 
of insuring the Corporation against loss of its plant by fire and other 
disasters. The Virgin Islands Fire Department should establish a 
system of fire inspection and fire protection and, in particular, should 
make periodic inspections of the Vicorp’s sugar plant and transmit 
the results of its inspections and its recommendations to the President 
and the Board of Directors of the Corporation. 

(d) Members of the Board of Directors and employees of Viccrp 
should avoid allowing potential conflict-of-interest situations to arise. 
While the committee realizes that the number of experienced business- 
men in the Virgin Islands is limited, the committee believes that, 
with care, conflicts such as those disclosed could be avoided. 

(e) The need or desire of a hotel for a private water supply should 
not be considered in building a dam under the soil-conservation 
program. Since a commercial venture, such as a hotel, will receive 
material economic benefit from a reservoir project, it should be 
required to bear a substantial share of the project’s cost. 

(f) The Virgin Islands Corporation should initiate a program aimed 
at the development of the production and marketing of short-season 
crops on a commercial scale. 

(g) The Virgin Islands government and the Department of the 
Interior should do some careful planning to meet the eventuality that 
Vicorp may be forced to terminate its sugar operations. Pending a 
decision on the ultimate future of Vicorp, any legislation extending 
the Corporation’s life should provide that one of the businessmen 
members of the Board of Directors be a permanent resident of the 
Virgin Islands, appointed by the Governor, with the consent of the 
legislature. 


NARRATIVE STATEMENT 
AccountTING, BupGret ConTROL AND FINANCING 


The concern of Congress with accounting and budget control pro- 
cedures of the Virgin Island government is clearly reflected in the 1954 
Revised Organic Act. In that law, Congress not only established the 
office of the government comptroller (which is discussed in another 


part of this report), but it also placed upon the Governor the duty of 
establishing and maintaining— 


systems of accounting and internal ccntrol designed to 
provide: 
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(a) full disclosure of the financial results of the govern- 
ment’s activities; 

(b) adequate financial information needed for the govern- 
ment’s management purposes; 

(c) effective control over and accountability for all funds, 
property, and other assets for which the government is re- 
sponsible, including appropriate internal audit; and 

(d) reliable accounting results to serve as ‘the basis for 
preparation and support of the government’s request for the 
approval of the President or his designated representative 
for the obligation and expenditure of the internal revenue 
collections as provided in section 26, the Governor’s budget 
request to the legislature, and for controlling the execution 
of the said budget (68 Stat. 505, 48 U.S. C. 1631). 


The repeated failures of the Governors since 1954 to establish and 

maintain these systems of accounts and controls has been one of the 
major disappointments under the new act. Systems which have been 
set up have broken down in operation, and financial controls have 
been ineffective. (See appendix II, excerpts from Audit Report of 
the Comptroller General to the Congress of the United States on the 
Government of the Virgin Islands of the United States for the fiscal 
year ended June 30, 1956.) 
* The Comptroller General’s report and testimony of the General 
Accounting Office witnesses pointed out numerous specific deficiencies 
concerning which the Comptroller General has made observations and 
recommendations. 

The committee realizes that the Virgin Islands government has met 
with great difficulties in securing and training personnel to handle its 
accounts. The testimony indicated, too, that some officials in the 
islands’ government departments either have been uncooperative or 
have not realized the significance of budgetary controls. For example, 
in more than one department, vouchers for filled purchase orders 
were kept hidden in desk drawers, because the officials concerned knew 
that they exceeded the money available to the departments. 

In addition, the Virgin Islands Legislature has contributed to the 
problem in one instance by admittedly and knowingly appropriating 
more money than the anticipated revenues for the ensuing year. 
The Governor approved the appropriations and attempted to ‘control 
this situation by allocating funds to the departments within the antici- 
pated revenues, but this has caused misunderstanding and confusion. 

The committee has considered this matter further and has outlined 
its recommendations under the heading “Government Comptroller.” 
We note that the Governor has stated that renewed efforts are being 
given to this field. We wish to emphasize here that the Governor and 
the Secretary of the Interior should, with the assistance of the General 
Accounting Office, make the successful establishment and maintenance 
of an adequate system of accounts and controls a major objective for 
the iandbtiods future. 

Locat Taxation ! 


The imposition, assessment and collection of taxes is a matter of 
double normal importance to the Virgin Islands government. This 
1 The application of the Federal income tax laws to the Virgin Islands is being studied by the Committee 


on Interior and Insular Affairs of tho House of Representatives. Consequently, we refrain from any com- 
ment or recommendations regarding the substance of those laws, 
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is because the Federal Government pays a matching dollar into the 
island treasury for every dollar collected locally. By law, the Federal 
income tax on residents is collected locally and covered into the island 
treasury. These collections are included in the local revenues which 
are matched by Federal funds. 

Testimony before the subcommittee confirmed the observations of 
the Comptroller General that serious inadequacies exist in the tax 
collection systems and in the real property assessment procedures. 
The testimony revealed that the legislature has appropriated the 
amounts requested for these functions and that the heads of the tax 
collection division and the assessor are probably doing as good a job 
as possible with the money, personnel, equipment and records available 
to them. 

The head of the tax collection division in the department of finance 
is the only really trained employee in his office. In addition to col- 
lecting business taxes, he must enforce the income-tax laws and review 
and audit all income-tax returns. In the case of the income-tax 
returns he does receive help from a man sent to the islands annually 
by the Internal Revenue Service. 

It is obvious that the tax collector’s office is understaffed. Money 
has been made available which could be used to revamp the office to 
some extent. Recommendations made by the commissioner of finance 
to accomplish this, however, have not been acted upon by the Gov- 
ernor although some of them are over a year old. The tax collection 
office is one which needs the attention of the responsible officials. 
The committee received no evidence which reflects on the ability or 
character of the head of the tax division. He has made recommenda- 
tions to improve his office, but has been unable to get any action on 
them. 

The report of the Comptroller General for fiscal year 1956 made the 
following observations regarding the real property tax situation: 


Real property in the islands is taxed at the rate of 1% per- 
cent of assessed valuation. This rate was established for the 
island of St. Croix in 1936 by municipal ordinance. For the 
islands of St. John and St. Thomas, the rate was established 
by the President on December 31, 1936, under authority 
provided by the act of May 26, 1936 (48 U.S.C. 1401). The 
President promulgated regulations on this date for the levy, 
assessment, collection, and enforcement of real property 
taxes because of the failure of the municipality of St. Thomas 
and St. John to enact such legislation. 

Administration of property taxes in the islands has shown 
continued inadequacy since our first site audit of the govern- 
ment of the Virgin Islands for fiscal year 1952. Our observa- 
tions of the present tax program, as determined by reviews 
of pertinent records and procedures and by discussions with 
certain insular government officials, are as follows: 

1. Current and complete tax maps have not been 
prepared. 

2. Existing property tax assessment records lack pro- 
per and complete descriptions of real property. 
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3. Assessment programs are not coordinated between 
the main islands of St. Thomas and St. Croix. The 
respective island tax assessors operate independently 
of one another and recently have made reassessments on 
completely different bases. 

4. Assessments and revaluation determinations on St. 
Croix are not based on individual appraisals. For 
example, reassessments of property on St. Croix for 
1955 were based on a flat 25 percent increase on all 
recorded valuations. 

5. Real property improvements on St. Croix are not 
picked up on tax records by any prescribed method. 
Building permits issued by the insular government are 
not routed to and noted by the St. Croix tax assessor as 
required by instructions and as done at St. Thomas. 

Reassessments of certain real properties on the island of 

Thomas were made during fiscal year 1956. Certain of 

the more striking differences between the findings of the tax 
assessor and the board of tax review were as follows: 


Assessed Board of tax 














valuation of | Reassessment review’s 
Item particular valuation subsequent 
properties per tax determina- 
prior to assessor tion 
reassessment 
Beil ciths aeenedla eins iiiinttin tated iaeiiiiaiiag en | $9, 000 $190, 500 $63, 560 
Tisch apuaaapartateyineptetieerentagy lagen tettiaptnmeaiiinesliy Aairdmieipapads agama 3, 000 50, 000 10, 000 
0.2 ots Jcschoduad abetukcamtetnnatbddbietmadiet 7, 190 388, 760 102, 985 
hh thdis cébbbocthdmssWbsciadncenthintiddsinhkleédgine 28, 320 472, 100 81, 800 
S.cicccccsuacsébecatetagheduannaeackhhbaptiaathhs 138, 800 350, 000 174, 000 
O..cnta dedervatdnauidnckeiinndsmeniieeaeeee 72, 660 250, 000 75, 255 


We believe that the radical differences in assessment de- 
terminations, as illustrated here, serve to point out the need 
for a sound and more ably administered property tax assess- 
ment program. Our recommendation for the improvement 
of tax administration procedures for revenues follows. 


Recommendations to the Governor of the Virgin Islands 


Significant improvements can and should be made in tax 
administration procedures of the government of the Virgin 
Islands to increase local revenues. Such increases in local 
revenues would enable the insular government to qualify for 
increased Federal grants under the terms of the matching- 
fund provision of section 28 of the revised organic act. 

We recommend that the Governor of the Virgin Islands 
obtain the services of qualified tax consultants to review and 
make recommendations on the insular government’s organi- 
zation and procedures relating to local revenues. To provide 
better administration of existing tax laws and to provide 
better planning for future revisions in the tax laws by the 
legislature, we recommend also that early consideration be 
given to the establishing of a central tax office with sufficient 
employees both in number and experience to carry out its 
responsibilities. The central tax office would have jurisdic- 
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tion over income taxes, real property taxes, licenses and fees, 
and other sources of local revenues. The administration of 
revenue laws is now split among two departments and the 
government secretary. 


Testimony by the tax assessor confirmed these observations. The 
tax assessor herself is the only trained person in her office. She is 
responsible for the assessing of 132.92 square miles of land in the 
Virgin Islands and of the buildings and improvements thereon. Her 
office is severely handicapped for lack of funds. For example, she 
does not have an automobile assigned to her, despite the numerous 
government vehicles in the islands, nor does she have the means to 
examine the smaller islands of the American Virgin Islands group. 
The committee believes that it is essential that additional money be 
devoted to preparing tax maps and to modernizing the records of the 
office. Some new topographic maps have been prepared in recent 
years, but these must be translated into tax maps for assessment 
purposes. ‘The tax assesso1’s office seems to have suffered also from 
the fact that it is in the department of insular affairs, the top position 
of which has been filled, on an acting basis, by the government secre- 
tary, who has many other duties to compete for his attention. 

Wide divergences of opinion as to property values seem to exist 
between the assessor and the board of tax review. The latter has 
set values considerably below those initially established by the as- 
sessor. The committee notes that the board of tax review has been 
acting without hearing any testimony or other evidence from the tax 
assessor as to the basis for her valuations. It notes further that 
when the legislature refused to confirm a Governor’s appointee for 
membership on the board, the government secretary immediately 
hired him as consultant for the board. 

While the committee has not made its own appraisals and expresses 
no view as to whether the appraisals of the assessor or the board are 
more realistic, we do believe that the board of tax review should 
examine into the basis for the tax assessor’s figures and hear her side 
of the case. This is particularly desirable in the light of the advancing 
real property values in the islands. We also question the propriety 
of hiring as a consultant for the board an individual whom the legis- 
lature had just rejected for membership on the board. 

Again, in its comments regarding the tax assessor’s office, the com- 
mittee has no intention of questioning the incumbent’s ability or 
character. 

The Virgin Islands Legislature has, since 1954, done its share to add 
to the financial difficulties of the local government. In addition to 
appropriating more money than anticipated revenues warranted at 
least for 1 year, the legislature has enacted local business and excise 
tax laws to be effective for only a few months or has failed to enact 
tax legislation promptly. In two instances, ‘‘tax holidays’ have 
occurred between the expiration of one tax and the enactment of new 
tax laws. One of the “holidays” lasted for 1 month (April 1 to April 
30, 1955) and the other for 2 months (July 1 to August 31, 1956). 
It is reported that some merchants took advantage of these periods 
to stock up on merchandise normally subject to excise taxes. 

The committee is informed that permanent tax laws were considered 
in the 1957 session of the legislature. The committee realizes that the 
legislature could very well lose control of local taxation if it enacts @ 
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ermanent law since legislation to repeal or amend such a permanent 
aw is subject to absolute veto by the President. It also recognizes 
that some responsibility for the 1956 tax holiday rests with the 
Governor as a result of his failure to call a special session of the legis- 
lature promptly to enact legislation before the beginning of the tax 
holiday. The committee believes, however, that on the whole, the 
occurrence of the tax holidays, along with the deliberate appropriation 
of excessive amounts under an organic act which prohibits deficit 
financing, is not consistent with a high degree of legislative responsi- 
bility. 


Tue GOVERNMENT COMPTROLLER 


The committee believes that the position of government comptroller 
is one of the two key positions in the Virgin Islands governmental 
setup. The other is the position of government secretary. 

Since it commenced making examinations of and reports on the 
Virgin Islands in 1952 the General Accounting Office has repeatedly 
reported serious deficiencies in the Sena and budget control 
procedures of the Territorial government. ‘These are discussed in 
another part of this report under the heading “Accounting, budget 
control, and finance.” 

Under section 17 of the Revised Organic Act of the Virgin Islands 
(68 Stat. 505, 48 U. S. C. 1599) the government comptroller is ap- 
pointed by the Secretary of the Interior for a nonrenewable 10-year 
term. His salary is established at ‘‘not to exceed $12,500 per annum.” 
The Secretary has set the salary at $12,500 and has ruled that the 
Virgin Islands Legislature does not have power to set it at a lesser 
amount. The salary of the government comptroller and all the ex- 
penses of his office are, however, paid by appropriations of the Virgin 
Islands Legislature. All expenses and salaries of employees, other 
than ne of the government comptroller are subject to this legislative 
control. 

The office of the government comptroller is under the general super- 
vision of the Secretary of the Interior, ‘‘but shall not be a part of any 
executive department in the government of the Virgin Islands.” By 
law, his office and activities are subject to review annually by the 
Comptroller General of the United States who is required to report 
thereon to the Governor, the Secretary of the Interior and to the 
Congress. 

The duties of the government comptroller include the auditing and 
settling of all accounts and claims and all expenditures of funds and 
property pertaining to the Virgin Islands government. He is also re- 
quired to bring to the attention of the proper administrative officers 
failures to collect amounts due and expenditures which he believes 
extravagant, unnecessary, excessive, or irregular. One of his primary 
duties is to certify to the Secretary of the Interior, the net amount of 
islands government revenues which serve as the basis for matching 
funds and other Federal grants for the civil government of the islands, 
He must make an annual report to the Governor of the fiscal condition 
of the government, showing the receipts and disbursements of its 
various departments and agencies. He is also required to make such 
other reports as may be required by the Governor, the United States 
Comptroller General, or the Secretary of the Interior. 

Decisions of the government comptroller are final, except that the 
persons aggrieved may appeal to the Governor and from the latter to 
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the legislature or to the district court, if the claim is otherwise within 
its jurisdiction. 

The Governor is responsible for the maintenance of an adequate sys- 
tem of accounting and internal fiscal control in the islands govern- 
ment. 

A number of difficulties arising from this organizational setup have 
been noted by the Comptroller General and by others. Adequate 
internal fiscal controls are lacking in the Territorial government and 
attempts to establish them on a working basis thus far have not been 
successful. 

Serious difficulties have arisen between the Virgin Islands Legisla- 
ture and the government comptroller. In the 1957 fiscal year, the 
government comptroller requested an appropriation of $137,000 for 
his office but the legislature appropriated only $67,000. This was 
$2,000 less than the previous fiscal year. In addition, the legislature 
unsuccessfully attempted to reduce the comptroller’s salary from 
$12,500 to $11,000 per year, i. e., the salary of Virgin Island govern- 
ment department heads. This restriction on funds forced the comp- 
troller to cut his staff to the bone (he had been building it up) and to 
dismiss the attorney who had been hired to assist him. The govern- 
ment comptroller’s audit work was severely affected by this action. 

On the other hand, the comptroller caused considerable comment 
by being away from the islands for 123 days, the equivalent of 4 
months, in the calendar year 1956. Further, when a duly constituted 
committee of the legislature sought to investigate his travel expenses, 
the government comptroller refused to let the legislature see his 
records on the ground that he was not responsible to the legislature, 
although it appropriated money for his office. According to the report 
of the legislative committee in the committee files, the government 
comptroller refused to appear when invited, on the grounds, among 
others: ‘‘His office was not a part of any executive department of the 
government of the Virgin Islands” and “He was a Federal officer and 
not subject to investigation by a committee of the legislature of the 
Virgin Islands.” When subpenaed, he appeared as a “matter of 
courtesy” but refused to produce documents for the above reasons 
and also because he claimed the committee was sitting without 
authority, the legislature having adjourned sine die.?_ He refused to 
present the required documents, stating that he had instructions from 
the United States Department of the Interior not to do so. (See 
Preliminary Report of the Committee on Finance, the First Legisla- 
ture of the Virgin Islands of the United States relative to Expenditures 
of the Government of the Virgin Islands of the United States for the 
Fiscal Years 1955 and 1956, and Expenditures Authorized Under 
Act No. 37, approved April 11, 1955. The report is dated July 17, 
1956, and is in subcommittee files.) 

The committee believes that the refusal of the government comp- 
troller to permit the legislative committee to examine his travel 
vouchers which were paid from appropriations made by the legislature 
was unwarranted, particularly when it is remembered that aggrieved 
persons may appeal from the government comptroller, through the 

2 The legislature subsequently took this particular issue to court and the authority of the committee to 
investigate after adjournment, under the jerenneee of the organic act was upheld in the district court and 


the United States court of appeals. (In the Matter of Petition of the Finance Cesena of Se Legislature of 
the Virgin Islands to Compel Percy De Jongh, Commissioner of Finance, To Appear and 


esent uments, 
United States Court of Appeals, 3d Circuit, January 29, 1957, No. 12078. The Department of Justice did 
not attempt to obtain a further review by the Supreme Court.) (See hearings, appendix R. 
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Governor to the legislature, which by law is one of the two tribunals 
of last resort. 

At any rate, it is obvious that the present government comptroller’s 
organizational structure is inadequate and has in practice operated 
poorly. On the last day of hearings, the committee was informed 
that the government comptroller had resigned and that the position 
was unfilled. Moreover, no one had been designated by the Secretary 
of the Interior to act as government comptroller, pending the selection 
of a new comptroller. 

The government comptroller had found it difficult to hire and retain 
competent assistants. One of his more able assistants was transferred 
to the department of finance of the Virgin Islands government; 
another was hired away by the Virgin Islands Corporation; his 
lawyer was lost when appropriations were slashed. Representatives 
of the General Accounting Office testified that it was extremely diffi- 
cult to employ competent accounting help in the islands. (See 
hearings, p. 458.) A major cause is the fact that the Virgin Islands 
have no school above the high school level. Scholars who go to the 
mainland to study more likely than not remain there. With the 
expansion of the tourism, hotels and other businesses compete strongly 
for what trained help is available. 

Firm measures are necessary to overcome the deterioration into 
which the government comptroller’s office has fallen and the difficulties 
in establishing adequate accounting and fiscal control which are in- 
herent in the islands. Particularly since millions of dollars of matching 
funds from the United States Treasury are involved, the committee 
believes that Congress must call on the Comptroller General of the 
United States to set matters straight in this emergency. The General 
Accounting Office has the trained personnel so badly needed. It has 
as a matter of fact, sent auditors to the Virgin Islands for several 
months each year, since 1952. The General Accounting Office is well 
acquainted with the specific problems of the Virgin Islands govern- 
ment and has the know-how to step in. It has a highly trained 
legal staff to provide assistance quickly, as well as competent and 
trained supervisors. 

The committee realizes that the affairs of the 25,000 residents of the 
Virgin Islands and the $4 million insular budget, while a relatively 
small matter in terms of the tremendous scope of the work of the 
General Accounting Office, is a matter of vital interest to the Congress 
of the United States. The committee recommends: 

1. Transfer the functions of the government comptroller to the 
United States Comptroller General and eliminate the supervisory 
psec ta and authority of the Secretary of the Interior in regard 
thereto. 

2. Establish in the Virgin Islands a small resident office of the Gen- 
eral Accounting Office. 

3. Delegate to the head of that office authority to settle accounts, 
claims, etc., subject to appeal only to the Comptroller General or, 
where such right exists by law, to the courts. This would eliminate 
the right of appeal to the Governor and to the legislature. 
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4. Encourage the resident office of the General Accounting Office 
to employ a supplemental staff and where possible the employment of 
local residents should be encouraged. The Comptroller General 
should be authorized to establish a pay scale for such supplemental 
staff at rates consistent with those paid for similar service in the 
Virgin Islands. 

5. Authorize and require the Comptroller General, through his 
resident staff, to assist the Governor in establishing and maintaining 
the system of accounts required by section 18 of the organic act. 

6. For the time being, centralize the control of expenditures of the 
Virgin Islands government so that no expenditures can be made or 
goods or services ordered or persons employed, unless an allocated 
appropriation is available to pay the costs thereof. 

7. Enact legislation, as suggested by the Comptroller General, to 
provide penalties for making obligations or expenditures in excess of 
available funds and to provide other normal accounting and fiscal 
controls. Proposals for legislation should be presented by the Comp- 
troller General to the Virgin Islands Legislature or to Congress, as he 
deems appropriate. 

8. Emphasize the training of resident Virgin Islanders employed in 
local GAO with a view to placing its functions eventually under the 
government of the Virgin Islands and subject to appropriations made 
by the legislature. 

9. The resident office of the General Accounting Office should be 
required to furnish reports and other information requested by the 
Virgin Islands Legislature, unless the Comptroller General determines 
that it is not physically feasible for the office to respond to such a 
request. 

10. The expenses of the resident office should be paid out of Federal 
appropriations to the Comptroller General. It is believed such ex- 
penses should be limited to 5 percent of the anticipated revenues of 
the government of the Virgin Islands, including matching funds, for 
the ensuing fiscal year. The appropriations of the Comptroller Gen- 
eral should be reimbursed for the expenses of the resident office from 
the matching funds without further appropriations by the Congress. 
The Legislature of the Virgin Islands should be authorized to appro- 
priate additional funds for the office, if it wishes to do so. 

11. The functions transferred to the Comptroller General should 
remain with him for at least 5 years, after which time he should be 
required from time to time to make such recommendations respecting 
the exercise of the functions as he deems appropriate. It is the 
intention of the committee that the functions shall be placed eventually 
in the government of the Virgin Islands, subject to an annual audit by 
the Comptroller General, as soon as that government is able to carry 
them out. The committee again notes that section 18 of the organic 
act makes it the responsibility of the Governor of the Virgin Islands, 
under the supervision of the Secretary of the Interior, to establish and 
maintain adequate systems of accounting and fiscal control. 

12. The committee requests the Comptroller General of the United 
States to prepare and present to it drafts of proposed legislation de- 
signed to implement the 11 foregoing recommendations. 
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Tue GOVERNMENT SECRETARY 


Under the revised organic act, the government secretary is ap- 
ointed by the President without the advice and consent of the Senate. 
His salary is set by the Secretary of the Interior, in accordance with 
the standards provided by the Classification Act of 1949. His formal 
duties provided by statute include custody and use of the seal of the 
Virgin Islands, and recording and preserving the laws enacted by the 
legislature. He acts as Governor, in case of a vacancy in that office 
or in the event of the disability or temporary absence of the Governor. 
The organic act also provides that the government secretary “shall 
have such executive powers and perform such other duties as may be 
assigned to him by the Governor.” On February 28, 1957, the 
Governor reported that the government secretary was filling 15 
positions on a regular or acting basis.* The incumbent government 
secretary resigned, effective May 30, 1957. 

The committee believes that the position of government secretary 
is 1 of the 2 key offices* through which sound and efficient manage- 
ment of the affairs of the Virgin Islands government can and should 
be attained. This office should be developed into the top manage- 
ment position in the governmental organization. The government 
secretary should not be required or expected to fill the positions of 
various department heads, to act as licensing officer, passport officer, 
security officer, inspection officer, and so forth. He should, rather, 
be given the responsibility of supervising the overall management of 
the government’s activities and functions. 

The committee realizes that functions normally found on the State, 
county, municipal, and even on the national levels are combined in 
the Virgin Islands government. This accentuates rather than dimin- 
ishes the need for a topflight administrative position comparable to 
that of a city or county manager. The political nature of the office 
of Governor and the myriad of formal and policy functions which the 
Governor must perform renders the governorship unsuitable for the 
top management function. The committee believes that the govern- 
ment secretary should act primarily in the nature of a business man- 
ager for the islands government and that this should be spelled out in 
the organic act. 

When this is done, the act should also be amended to require that 
the position be filled by a person professionally trained or experienced 
in governmental management, preferably at a local level. In order 
to attract qualified candidates, the position should be of a career 
nature, subject to removal under the civil-service laws. For the time 
being, the secretary’s salary should continue to be paid by the United 
States and be established under the Classification Act. 


3 The positions were listed by the Governor as follows: 


1, Government secretary 8. Passport officer 
"2, Acting commissioner, department of insular af- 9. Security officer 
fairs 10. Inspection officer 


3. Acting commissioner, department of tourism and 11. Chairman, banking board 


trade 


12. Chairman, alcohol control board 
4. Supervisor, department of agriculture and labor 13. Chairman, Inter-Virgin Islands conference 
5. Commissioner of insurance 14, Chairman, tax exemption board 
6. Chief licensing officer 15, Chairman, tax equalization and review board 


7. Registrar, trademarks and patents 
*These positions are on a temporary basis, All others are permanent assignments, 


* The other is the office of the government comptroller. (See discussion on government comptroller.) 
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To assure review of the qualification of appointees, the position 
should continue to be filled by Presidential appointment, but with the 
advice and consent of the Senate of the United States. 

The act should state that the appointment shall be made without 
regard to political affiliation. 

The committee anticipates that eventually, the appointment and 
removal functions will be transferred to the Virgin Islands Governor 
and Legislature. It believes, however, that this is not advisable at 
the present stage of the development of the islands government. 


WaTER SHORTAGE ON St. THOMAS 


In recent years a serious water shortage has developed on the island 
of St. Thomas. This island has a permanent population of about 
12,000, almost all of which is located in or near the city of Charlotte 
Amalie. In addition, between 30,000 and 40,000 tourists visit the 
island annually. Both the permanent population and the number of 
tourists have been increasing. For many years it has been necessary 
to ship in large quantities of potable water. In fact, between the 
middle of December 1956, and the date of the subcommittee’s final 
hearing (May 1, 1957), the only source of supply for the public water 
system was water brought in from Puerto Rico by barge. Current 
consumption from the public systems exceeds 200,000 gallons per 
day. It is estimated that an additional 200,000 gallons per day would 
meet the demands on the system at least until 1964. (See Gibbs & 
Hill report in subcommittee files.) It should be noted that all resi- 
dences on the island are required to catch the water falling on the 
roofs and to store it in private cisterns. 

The shortage on St. Thomas occurs despite an average rainfall ex- 
ceeding 40 inches. The island, which comprises 132.92 square miles, 
is made up almost entirely of a series of steep hills with a very thin 
layer of soil. No underground water supply of any significance has 
been located. Consequently, the only natural sources of water is the 
surface runoff. 

Prior to the time the supervision of the civil administration of the 
island was transferred from the Navy to the Interior Department in 
1936, public catchment areas and reservoirs were built to store 3 mil- 
lion gallons of water. In 1942, with the construction of the airport 
and submarine base, additional catchment and storage facilities were 
built with a capacity of 8,200,000 gallons, and in 1949 another 2% 
million gallons of capacity were added. (See hearings, p. 605.) No 
additions to the system have been made since 1949. 

Subsequent to 1949, however, several major consumers of water 
have been built. These include a 127-room luxury-type hotel, the 
116-bed modern hospital, a 460-unit public housing development and 
a new high school. Another apartment development is nearing com- 
pletion and a new housing development has been authorized. An- 
other of the islands’ leading hotels has also doubled its room capacity 
within the past year. 

The Interior Department’s and the Governors’ approach to aoe 
the water problem has been characterized by delay, indecision, an 
waste. 
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LONG-TERM RELIEF OF THE WATER SHORTAGE ON ST. THOMAS 


Although Congress has authorized the Department of Agriculture 
to cooperate fully with the local government and with the Interior 
Department in planning and engineering reservoir projects under the 
Watershed Protection and Flood Prevention Act of August 4, 1954, 
as amended, neither the Governor nor the responsible Interior Depart- 
ment officials have even requested any advice or assistance from the 
Department of Agriculture. At the subcommittee hearings, repre- 
sentatives of the Department of Agriculture’s Soil Conservation 
Service displayed a good knowledge of and familiarity with the water 
situation on St. Thomas and were alert to the possibilities of surface- 
water storage. 

The attention of the Governor and of the responsible Interior 
Department officials appears to have been concentrated on establishing 
a sea water desalting system on St. Thomas. At the expense of the 
Virgin Islands government, the Interior Department had a study made 
by the firm of Gibbs & Hill in early 1956. 

The Gibbs & Hill report was predicated on a need for an installa- 
tion to meet the needs of 1957. It rejected surface catchment and 
storage on two grounds: (1) That new catchment areas would be very 
expensive, and (2) that the catchments could not be completed before 
the 1956 rainy season. 

As a matter of fact, the Interior Department did nothing between 
May 9, 1956, the date the Gibbs & Hill report was presented, and 
May 1, 1957, the date of the subcommittee’s last hearing, other than 
“study” the Gibbs & Hill report. So far as the committee could 
learn, extremely little progress has been made in the Interior Depart- 
ment’s studies which it says are necessary for the financing, installation, 
and operation of the plant. 

An example of the indecision and delays occurring in the Interior 
Department on this matter appears in the following: On March 20, 
1957, Mr. Hatfield Chilson, Under Secretary of the Interior, testified: 


At the special session last month, the legislature also 
appropriated $15,000 to be used for a study to explore the 
possibility of obtaining water from wells in the area of Tur- 
pentine Run and elsewhere. 

As I stated earlier, previous studies, as well as the Gibbs 
and Hill report have indicated, there is little likelihood that 
water in substantial quantities could be obtained from such 
sources. Nevertheless, to leave no stones unturned, the 
Geological Survey plans to undertake a search for well sites 
where there would be the best signs of water production in 
some quantity. They will also look into the possibility of 
water storage in areas where earth dams might be constructed. 

As soon as a decision is reached concerning the utilization 
of distillation equipment, wells or dams, or possibly all three, 
we will proceed to a solution of the financing problem and 
then as quickly as possible install all necessary facilities. 
(See hearings, p. 670.) 


But on May 1, 1957, Mr. Anthony Lausi, Director of Interior’s 
Office of Territories, testified: 
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Mr. Laniaan. The last time when you were here, Secretary 
Chilson and you both testified, I believe, to the effect that a 
team from the Geological Survey had been sent to St. Thomas 
to make a survey of water conditions on the islands. Can 
you bring us up to date on any such studies? 

Mr. Lavst. That had been sent at the time we were here. 

Mr. Laniaan. I think that statement was made, either 
had been sent or was about to be sent. 

Mr. Lavst. I think what we had in mind was that the legis- 
lature appropriated $15,000 to do some test drilling in the 
St. Thomas area. We were trying to get the Geological 
Survey, if their authority permitted—I am sure the authority 
does, but I am not sure they have the money—if they would 
match appropriations, to send a group down to help us. 

Mr. Laniaan. Has any group been sent down there by the 
Geological Survey? 

Mr. Lavsr. Not yet. They don’t think they have the 
money to do that. We may have to do this by ourselves. 

Mr. Laniean. So nothing further has been accomplished 
since the last session? 

Mr. Lavst. Not on test drilling, no. 

Mr. Lanican. Well, has anything been done to alleviate 
the water shortage since that time? 

Mr. Laust. Well, since that time we have had meetings 
with Geological Survey people, and it appears at this point 
that our solution is the salt water distillation process. 

Mr. LaniGan. You mean you made that decision without 
doing test drilling or further study of surface water runoff, 
is that correct? 

Mr. Laust. Yes. (See hearings, p. 736.) 


The Gibbs and Hill report estimates the cost of catchment and 
storage facilities to provide another 200,000 gallons of water daily 
at $9,500,000. It appears, however, that Gibbs and Hill gave no 
consideration to the possibility of a storage dam and reservoir at 
Turpentine Run, 3 miles from Charlotte Amalie. The Soil Conserva- 
tion Service provided estimates to the committee indicating that 
a 112 million gallon reservoir could be established at Turpentine 
Run at a cost of under $600,000, including pipe and pumping equip- 
ment to deliver the water to Charlotte Amalie. (See hearings, 
appendix L.) 

Gibbs and Hill estimate that a salt water distillation plant using 
surplus Navy equipment would cost about $1,500,000, to provide 
200,000 gallons a day. If operated on a 90-day basis to supplement 
the present water supply, water from the plant would cost about 
$8.70 per 1,000 gallons. If operated on a 360-day basis, the water 
would cost about $4.30 per 1,000 gallons. If fuel costs should increase, 
the cost of the water would, of course, increase correspondingly. 

Interior Department witnesses seemed to have no idea how a salt 
water distilling plant could be financed, whether it could be financed 
out of revenues or through revenue bonds or whether the island con- 
sumers could afford to pay for water at the rates which would be 
required to cover the cost of production. 

Testimony by the representatives of the Soil Conservation Service 
indicated that a 112 million gallon dam and reservoir could be con- 
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structed at Turpentine Run and pumps and pipe installed to get water 
over the hill into the city at a cost of less than $600,000. The former 
commissioner of public works (hearings, p. 573) and the President of 
the Virgin Islands Corporation (hearings, p. 549) also advanced the 
feasibility of surface water storage as an effective and economical way 
of meeting the water shortage. The latter testified that the water in 
existing dams on St. Thomas seemed potable. 

The representatives of the Soil Conservation Service testified as 
follows: 


Mr. Lantcan. In your judgment from your experience, 
would you say a dam at Turpentine Run for the purpose of 
augmenting the water supply of Charlotte Amalie is a feasible 
plan? 

Mr. Krncannon. Well, Mr. Lanigan, that is—I just 
wouldn’t know whether it would be feasible or not. I think 
that more detailed investigation would be feasible. 

Mr. Lanican. Do you feel that if a 60-foot dam were built 
there that there is enough water coming down Turpentine 
Run to store it with 112 million gallons in the normal year? 

Mr. Kincannon. Based on the experience we had with 
the Kirkterp Dam, I would think that there would be suffi- 
cient yield there to fill the reservoir. 

Mr. Lanican. Now I notice in the report that was sub- 
mitted by your San Juan office, they speak of the possibilities 
of there being 48 inches of evaporation per year from such a 
dam. Does your experience in the Virgin Islands indicate 
that 48 inches of evaporation could be expected normally? 

Mr. Kincannon. Yes, sir. Pond evaporation there runs 
something between 72 and maybe up to 84 inchesa year. I 
believe that 48 inches, they arrived at that in the pond level 
by subtracting from the total evaporation the annual rain- 
fall. The expected rainfall in that area might be as much as 
24 to 30 inches. So 48 plus 24 would be 72 inches, total 
evaporation—I don’t know the figures they used. If they 
used 30 inches rainfall in that area, that would be 78 inches, 
wouldn’t it? 

Mr. Lanigan. Assuming there is this 48 inches evaporation, 
when would this occur, during what seasons of the year? 

Mr. Kincannon. It varies slightly from month to month, 
but it occurs all through the year, Mr. Lanigan. I don’t 
have—I thought I had brought the monthly evaporation 
figures with me—but it runs higher in July and August and 
September than during the rest of the year. That is the 
hottest, driest part of the year. Then, of course, the wind 
has an effect on evaporation, too. But it would run a little 
bit higher during those months than it would during the other 
months and probably less in the fall, October, November, 
December, that is when you normally get most of the rain. 

Mr. Lanican. I see; then your picture would be that the 
dam would fill up around December or in the fall? 

Mr. Kincannon. We would expect that, yes, sir. 

Mr. Lanican. Could you give us, assuming a dam were 
built of this magnitude, what the annual picture would be on 
the water flowing in and the amount of storage that would be 
held in the different seasons of the year? 
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Mr. Kincannon. You mean taking it out by natural 
causes? 

Mr. Lanican. Yes. Assuming that-we have the rainfall in 
the Turpentine Run watershed, and we have the evaporation 
that might be expected, when would the dam be filled and 
when could we expect it to be down and about how far down 
from natural causes, alone? 

Mr. Kincannon. | would say that normally we would 
expect it to fill in December or possibly a little before that. 
Of course, the evaporation and the percolation would start 
immediately and they get a little rain in January, not too 
much, normally. And the water level, I would expect to go 
down until about May or—around the month of May. 
They usually have—longtime records show that they have— 
a little more rain, a little increase in rainfall during that period 
of the year. I believe it would be enough to probably 
replenish the supply. Then after that, there are longtime 
records that show it turns pretty dry and there would be a 
steady decline, I would think, in the water level, until 
possibly October, the following October. 

Mr. Laniean. If this dam were built for municipal pur- 
poses and coordinated with the present municipal system 
with which I think you are somewhat familiar, do you 
think that the water could be taken from the dam, sav, 
during the dry seasons, the early parts of the dry seasons and 
the water left in the public storage, covered storage in St. 
Thomas, and used in the latter part of the dry season so as 
to give a year-round water supply under at least normal 
conditions? 

Mr. Kincannon. It would seem that that would just be a 
question of management. I don’t see any reason why it 
couldn’t be operated that way. (See hearings, pp. 628-630.) 





It should be noted that 112 million gallons would supply Charlotte 
Amalie for 560 days at its present rate of consumption or for 224 days 
at a use rate of 500,000 gallons per day. 

The committee notes with some concern that the Interior Depart- 
ment officials and particularly the Governor appear to have a pre- 
determined adverse outlook toward a dam at Turpentine Run and 
have failed to utilize the assistance of the Soil Conservation Service 
provided for in the Watershed Protection and Flood Cooperation Act 
of 1954, as amended. 

In his testimony before the subcommittee on May 1, 1957, the Gov- 
ernor tried to create the impression that the existing dams on St. 
Thomas constructed under the soil conservation program were vir- 
tually dry. He also made the point that a 30-million-gallon dam 
recently constructed was dry. 

In the case of the latter, the fact is that the dam was completed in 
February 1957, and that no significant amount of rain had fallen in 
March or April. Consequently, it had not had an opportunity to 
demonstrate its effectiveness. However, a Soil Conservation Service 
witness testified that in the rainy season the dam will fill and lose 
water over the spillway (hearings, p. 627). 
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In reply to an inquiry by the subcommittee chairman, the adminis- 
tration of the Soil Conservation Service reported in a letter of May 
10, as follows: (See hearings, appendix P, p. 884.) 


Your letter of May 2, 1957, inquired as to the water level 
of dams in St. Thomas, Virgin Islands. Our Caribbean area 
director, Mr. R. L. von Trebra notified us that— 

Water level in the Kirkterp Dam is 5.5 feet below 
spillway elevation. Present depth of water is 22.5 feet. 

Water level in the Lockhart Dam is 3.2 feet below 
spillway elevation. Present depth of water is 14.8 feet. 

Water flowed through the spillway of both these 
reservoirs last December. 

The Hartland* Dam is dry. It was completed just 
recently. 

Mr. von Trebra also informed us that there has been no 
rain in recent weeks in that area. We hope this informa- 
tion adequately covers your request. If we can be of further 
assistance, please let us know. 


A representative of the Soil Conservation Service also testified that 
drainage from paved mountain roads leading into Charlotte Amalie 
probably could be utilized to at least double the present water sup- 
ply. (See hearings, p. 631.) 

The committee notes that the Interior Department has reported 
heartening progress in research on evaporation control, although this 
research has not reached a stage of practical application. (See sub- 
committee files for Interior Department press release June 6, 1957 
“Reclamation Tests Way to Prevent Evaporation Losses From Vital 
Reservoirs.”’) On the other hand, program on salt water conversion 
research has been disappointing. The Committee on Interior and 
Insular Affairs of the House of Representatives held hearings on the 
salt water conversion program in March of 1957 and in a report of 
April 1957, entitled, “Salt Water Research Program,” concluded: 


The first specific purpose which the committee hoped to 
accomplish by these hearings was to determine just where we 
stand in this research program to find economic means for 
converting saline or salt water to fresh water. Unfortu- 
nately, we are not as far along as the committee had hoped. 
The committee feels that it is unfortunate also that conver- 
sion cost trends have been upward and in the direction away 
from the objective of finding economic conversion processes. 
The committee did not receive any information to support 
recent optimistic statements by Secretary Seaton or even to 
support statements to the committee by Assistant Secretary 
Aandahl and Mr. Jenkins during the hearings. 

* * * * ” 


The committee concludes, then, that we still have a long 
way to go before general use of converted sea water becomes 
a reality and suggests to the Secretary of the Interior that, 
in these days when water is becoming more and more critical 
in many parts of the Nation, there is danger in raising false 
hopes that may contribute to a false sense of security and 





*Tbhe word “Hartland” apparently is a typographical error and is intended to be ‘‘Hartman.” 
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deemphasize the immediate need for conserving and making 
better use of the water we have. 


In the light of the above facts, it is concluded that the Governor and 
the Interior Department have not given sufficient attention and study 
to the further utilization of surface waters to meet the needs of Char- 
lotte Amalie. The committee believes that these possibilities should 
be given immediate and careful study by the Governor and the respon- 
sible officials in the Department, in cooperation with the Soil Conser- 
vation Service before an expensive and perhaps soon obsoleted salt 
water conversion program is started. The committee is inclined to 
agree with the former commissioner of public works for the Virgin 
Islands that eventually both surface water storage and salt water 
conversion will be required to meet the needs of St. Thomas. How- 
ever, if in fact, a less expensive reliable supply of water for the near 
future can be obtained by storage of surface waters, salt water con- 
version can be delayed until research has developed further and unit 
costs have been brought down. 


ACQUISITION OF WATER BARGE BY THE VIRGIN ISLANDS GOVERNMENT 


As a temporary expedient, the Governor of the Virgin Islands, in 
early 1956, undertook the acquisition of a water barge to relieve the 
chronic water shortage on St. Thomas. Although the Governor 
expended almost $200,000 of the funds appropriated to the Virgin 
Islands department of public works, he acted in this matter without 
consultation with the head of that department. The committee feels 
the Assistant Secretary of the Interior and the Director of the Office 
of Territories contributed to this unnecessary expenditure. 

The subcommittee investigation disclosed that in January or 
February 1956, at the Governor’s request, Interior Department offi- 
cials held discussions with representatives of the Navy Department 
concerning the activation of a Navy self-propelled water barge for the 
use of the Virgin Islands Government. On February 15, 1956, Assistant 
Secretary of the Interior Wesley A. D’Ewart*® wrote to the Navy 
formally requesting the activation of a Navy barge for this purpose. 

On February 28, 1956, the Navy sent to Interior the terms and 
conditions under which it would loan one ‘of its water barges. Basi- 
cally, the Navy required that the Interior Department pay for acti- 
vating the vessel and guarantee to pay for deactivation in the future, 
should it be returned for that purpose. The loan would be terminable 
by the Navy on 60 days’ notice and would be for not to exceed 4 years 
except as might be extended by mutual agreement. The Interior 
Department, with the consent of the Governor, agreed to these terms 
and conditions on March 15, 1956, and on March 19, the Governor 
had delivered to the Navy, a Virgin Islands government check for 
$80,000 which was deposited by the Navy in a fund to cover the costs 
of activation. 

Meanwhile, on March 7, 1956, the Navy had received bids for the 
activation of the barge. The low bidder was the Keystone Ship 
Engineering Co., of Philadelphia. The amount was $28,835. When 
the barge was put in drydock, on March 23, 1956, it was discovered 


’ Mr, D’Ewart at the time was serving under an interim appointment. He vacated the post when the 
Senate failed to confirm the appointment in the 2d session of the 85th Congress. 
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that the entire bottom had to be repainted and the contract was 
modified to add $5,939 for the repainting. Work on the ship had 
commenced on March 21, 1956. 

About 7 or 8 days later, the Governor had the Charlotte Amalie 
harbormaster come to Washington, D. C. (the Governor was already 
in the city) to make preparations for picking up the barge. According 
to the Governor, the harbormaster raised the possibility of acquiring 
a two-unit tug and barge, so that the tug could be used for other 

urposes. Somehow the Governor and the Director of the Office of 
Parienien gained the impression that the agreement with the Navy 
could be canceled at a cost of $5,000. These officials, and Assistant 
Secretary D’Ewart, did not bother to check the facts, to verify the 
amount or to reach any agreement with the Navy. Instead, accordin 
to the version of the Governor and of the Director, they went ahea 
and ordered the Navy agreement canceled. This was done by a letter 
of April 4, 1956, signed by Mr. D’Ewart. 

Governor Gordon and Director Lausi sought to excuse their 
squandering $40,000 on the ground that they acted in ignorance of the 
true facts, regarding the costs involved. 

The Navy version, however, does not support the excuses advanced 
by Governor Gordon and Mr. Lausi. In letter of April 4, 1957, to the 
subcommittee chairman (see hearings, appendix N, p. 858), the Secre- 
tary of the Navy reported: 


During the period March 28-29, Interior Department 
officials inquired informally as to what the Navy position 
might be toward a request to rescind the arrangements for the 
loan of the craft. They were informed that the Navy would 
favorably consider such a request. However, they were also 
informed that in view of the urgency expressed in the original 
request for help, and the fact that the activation work was 
being performed under contract with a private shipyard, a 
written stop work request would be required. Interior 
Department officials were further informed the final costs in 
the event of rescission would closely approximate full costs of 
activation in view of contract termination charges and costs 
of reinactivation. This advice was given on March 28 and 
29, and an early decision was requested since completion of 
the work was being expedited each day on an urgent basis. 
A stop work request from the Interior Department was 
received by hand on April 5. A stop work order was issued 
immediately by telephone and dispatch. Activation work 
on the craft ceased on April 6. 

At the time the stop-work order was received, approxi- 
mately 80 percent of the work on the craft had been com- 
pleted. It was then necessary to restore the craft to its 
original preserved state at the borrower’s expense as provided 
for in the loan agreement. This work was accomplished at 
minimal cost to the Virgin Islands government. 

To reduce further the costs to the Virgin Islands Govern- 
ment, the Navy subsequently absorbed a $12,256 share of 
the total charges representing permanent benefits to the 
craft by reason of the repairs and drydocking which had been 
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performed. Interior Department officials expressed their 
appreciation and the feeling that their Department had been 
fairly treated. Final net costs to the Virgin Islands Govern- 
ment were $39,843.49. 

The Navy regrets that the request to stop work on YW-108 
was received so late in the activation period, and you may 
be assured that the Navy has cooperated with the Interior 
Department to the fullest extent possible in reducing Virgin 
Islands government expenses to a minimum in connection 
with this transaction. Relations with the Interior Depart- 
ment officials have remained cordial throughout, and the 
Navy is again this year helping to alleviate water shortages 
at St. Thomas, Yi 


At the subcommittee chairman’s suggestion, the General Accounting 
Office investigated this transaction. “The GAO report shows that by 
the time the “shipy ard received the notice to stop work on April 6, 
1956, the ship had been removed from drydock. 

Consequently the full contract cost of activating the ship ($28,835 
plus $5,939) was charged and then an additional $14,752 was required 
to again deactivate the ship. The General Accounting Office figures 
follow: 


Summary of the costs of activation and deactivation of naval vessel YW—108 


Payments to contractor: 





RRO ONOINE Goa 8 it os ha anid Ss babe > chien ee Read $28, 835. 00 
Ra Eee. INN, 0 eG eis nite eines oni awd wee eine 5, 939. 00 
Change order No. 2 (deactivation) ............0.<.24---ee0e- 14, 752. 00 
ween Se. Ssh as. wa aacu ed ot deste aot 498 26. 5. 00 
Navy Department direct costs: 
Government-furnished material. ...................6........ 2, 418. 35 
DIARY PIE oe cecmenseeas aot achl = ane whee stasgeeavavekeuse 55. 64 
2, 473 . 99 
Total cost of activation and deactivation of the YW-108___. 51, 999. 99 
Reduction of total costs of activation and deactivation accepted by 
OT Sen hed. 0. eh a Bia el een eetacdwadt 12, 256. 00 
Net amount of costs for activation and deactivation of YW-108 
charged to the government of the Virgin Islands_.__.._.....--_.-- 1 39, 743. 99 
1 We did not reconcile a difference of $99.50 between this amount and the costs of $39,843.49 reported to 


the chairman, Public Works and Resources Subcommittee, by the Secretary of the Navy by letter of Apr. 
4, 1957. 


Thus it is apparent nothing was accomplished except an expenditure 
of $39,843.49 paid out of the Virgin Islands government’s treasury. 

It might be added that this wasteful affair was never mentioned or 
hinted at in testimony of the Governor, the government secretary, or 
the government comptroller. It even escaped the sharp eye of the 
General Accounting Office until it was uncovered by committee inves- 
tigators who were examining the records of the water division of the 
Virgin Islands Public Works Department. 

Meanwhile the Governor commissioned the harbor pilot to look 
around the east coast for a tug and barge. In a press release of April 
28, 1956, the Department of the Interior announced that a tug and 
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barge was scheduled to get underway from Baltimore, Md., in the 
follow ing week. The announcement said that the tug and barge had 
been ‘‘purchased recently.’ 

The Governor testified that he purchased the tug Carpeake and the 
barge, both used, upon recommendation of the harbormaster without 
competitive bidding. He said that the vessels were inspected before 
purchase. He was unable to state who had performed the inspection, 
and, despite a written request of May 14, 1957, from the subcom- 
mittee chairman, no copy of the inspection report for the tug Carpeake 
was produced until June 28, 1957. The water barge was never in- 
spected. The Coast Guard reported that it had not inspected the 
vessels. (See hearings, p. 589.) 

At any rate, upon the harbormaster’s say-so, and without the 
knowledge of the responsible official, the commissioner of public 
works, the Governor paid $115,000 for the used tug and $17,000 for 
the used barge, or a total of $132,000 (having just spent another 
$40,000 to get another self-propelled barge out of mothballs and to 
put it back in) 

The tug and barge arrived at St. Thomas on June 6, 1956, at which 
time it was discovered that there were several leaks in the barge and 
that the tug needed repair. The cost of repairs to put the tug in 
operation amounted to $5,910.06 and the barge $18,500, or a total of 
$24,410.06. In all, the cost of the vessels and repairs to put them in 
operating condition amounted to $156,410.06. Subsequently further 
repairs up to April 7, 1957 amounted to $2,176.15. (See hearings, 
p. 700.) 

A report of the head of the utilities division of the Virgin Islands’ 
Public Works Department, dated February 13, 1957, describes the 
repairs needed soon after the arrival of the vessels as follows (see 
hearings, appendix H, p. 842): 

Commencing with June 19, 1956, when Captain McLeod 
was ordered to report as master, the entries in the logbook 
made by him, together with correspondence in the public 
works department files, have been used to establish the facts 
about repairs, reasons for delays and for not operating the 
water lifts, ete. 

Inspection June 19 showed that two blades on the propeller 
of the tug were bent presumably from striking something on 
the trip from Baltimore to St. ‘Thomas. 

Sometime between June 6 and 19, the water barge had been 
taken to St. Thomas Ship-Building and Drydock Co. to have 
leaks in several compartments welded. Inspection by Mr. 
Galiber and Captain Me ‘Leod showed very slow progress on 
the repairs and on July 3, 1956, at 2 p. m. the tug picked up 
the barge, on orders lem Mr. Galiber, and brought it to the 
subbase so that repairs could be made by the public works 
department. Repairs to the barge were completed on August 
1, 1956. 

The tug and barge left for Roosevelt Roads, P. R., on 
August 2, 1956. The barge was left there and the tug went to 
Puerto Rico Drydock & Marine Terminals, Inc., San Juan, 

P. R., for repairs. The spare propeller was installed to 
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replace the bent propeller. Three holes in the hull and two 
holes in the rudder were welded. The hull was scraped and 
ainted, and new zinc antielectrolysis blocks were installed. 
he tug returned to Roosevelt Roads on August 6, 1956; 
the water barge was flushed out and filled, and the tug and 
barge left for St. Thomas at 11:15 p. m., arriving at St. 
Thomas at 10:40 a. m., August 7, 1956, with 235,000 gallons 
of potable water. 
On August 8, 1956, two leaks were found in the forward and 
aft ballast compartments of the barge. Welding was started 
at once and was completed on August 17, 1956. 


After August 17, the following repairs were required: 

August 17-29, cleaning, painting, and general repairing. 

August 23, electric capstan broke down. 

September 5, starting batteries were found to be dead and had 
to be replaced. 

September 19-22, voltage regulation and battery charger 
repaired. 

December 31, emergency pump repaired. 

January 16, 1957, water pump failed. 

January 18, 1957, spare water pump broke connecting rod. 

January 23, 1957, one engine of tug blew cylinder head gasket. 
Discovered rudder cable on tug badly worn, half in two, and 
towing bridle on barge badly worn. 

February 2, 1957, trouble with water pump. 

February 10, 1957, starboard aft engine on tug blew head 
gasket. Other 3 engines overheated and had to be stopped for 
3 hours. Tug laid up 4 days. 

February 11, 1957, distributor on pump engine had to be 
repaired. 

The committee is not impressed with the reasons cited by the Virgin 
Islands’ representative who negotiated the purchase of the tug 
Carpeake and the barge as to his failure to secure an inspection of the 
barge prior to its purchase. 

In a letter from Capt. Benjamin R. Yates, who negotiated the pur- 
chase of the tug and barge for the Virgin Islands government, to 
Walter A. Gordon, Governor of the Virgin Islands, dated June 20, 
1957, Captain Yates stated that the barge was informally surveyed 
by a Mr. Smith who did the survey on the tug. According to the 
letter, Mr. Smith deemed a formal survey superfluous since the islands 
government was purchasing the barge at scrap price and because it 
had been built by the Navy and had remained under naval ownership 
until sold as surplus to a firm in Baltimore. 

One of the reasons given for the purchase of the tug and barge and 
the cancellation of the Navy order was that the Virgin Islands govern- 
ment could obtain an income from the use of the tug for other pur- 

oses. (See hearings, p. 697.) Up to the time of the final hearing on 
May 1, 1957, however, no income had been derived from this source. 

In his testimony, Director Lausi testified that the $80,000 deposit 
was for the purpose of activating the Navy barge and that it would 
cost about $70,000 to deactivate it after the loan by the Navy. (Hear- 
ings, p. 698.) The General Accounting Office report (see hearings, 
appendix T, p. 890) shows that on February 27, 1956, the Navy esti- 
mated the cost of activation at $48,000. 
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The contract cost of activation was in fact $34,774 and the Navy’s 
direct costs were $2,473.99 or a total of $37,247.99. This would indi- 
cate that the $80,000 was intended to cover both activation and later 
inactivation. Certainly, the Interior Department officials could have 
obtained this information since it was available on March 23, 1956, 
11 days before the date of the Assistant Secretary’s letter requesting 
cancellation of the arrangements. 


THE WATER EMERGENCY WINTER OF 1956-57 


A serious drought occurred on St. Thomas between November 1956 
and the date of the final hearing of the subcommittee on May 1, 1957. 
On December 7, 1956, the amount of water in storage decreased to 
10 days’ supply. In January, it fell to 2 days’ supply for a number 
of days, despite auxiliary water hauling by the Navy. In February, 
the islands government commenced buying water from a private 
supplier, but even then, the supply had not exceeded more than a 
few days of the island’s daily requirements. 

The Virgin Islands tug and barge made 2 water hauls in August 
1956, and 3 in September. It made no hauls in October or November 
or until December 17, 1956, after which date, it operated fairly 
regularly. The barge carries a little less than 250,000 gallons, or 
slightly over 1 day’s supply for the city of Charlotte Amalie. It 
takes from 2 to 3 days to make a round trip to the source of supply in 
Puerto Rico. 

The subcommittee was concerned about the failure to operate the 
tug and barge in October, November, and part of December 1956. 
It also noted that the Governor had requested the resignation of the 
commissioner of public works on February 8, 1957. (The commissioner 
of public works is responsible for the operation of the utilities division 
which in turn is responsible for the islands’ water system and the 
operation of the barge. 

While the committee recognizes that the Governor should have the 
right to request the resignation of a department head for any valid 
reason, the record indicates that the responsibility for permitting the 
water supply to deteriorate on St. Thomas rests in the largest degree 
on the Governor. The Governor testified (see hearings, p. 778), that 
on December 14, 1956, he suddenly became concerned about the water 
supply, asked the commissioner for a report, and thus learned that 
there was only a 10-day supply on hand. According to his testimony, 
he then asked for daily reports and ordered the commissioner to put 
the barge in operation. 

There is disputed evidence to the effect that the Governor received 
or his office received daily water-storage reports by telephone from 
June 1956, on. The record contains weekly written reports to the 
Governor from February 2, 1956, to May 28, 1956, which show the 
supply dwindling from over 10 million gallons to 3,300,000 gallons. 
(See hearings, appendix I, pp. 445-446.) The former commissioner of 
public works testified that at that time, the Governor instructed him 
to furnish daily reports to his office by telephone and this was done. 
(See hearings, p. 599.) This statement was supported by sworn 
answers to interrogatories sent by the subcommittee to the commis- 
sioner’s former secretary, who, incidentally, is still employed by the 
Government and who was prevailed on to answer the interrogatories 
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after several requests. (See hearings, appendix Q, p. 885.) The 
Governor, on the other hand, testified that his office did not receive 
daily reports until he requested them on December 14, 1956. (See 
hearings, p. 778.) 

Testimony by Director of Territories Lausi indicated that the 


Governor should have had knowledge of the seriousness of the water 
situation. 


Mr. Lanican. Do you mean from the shortage in 1955 
and 1956, until December 26, 1956, you didn’t contact the 
Governor? That is between the early part of 1956 and the 
last part of 1956, to ask him about the water-supply situation? 

Mr. Lausi. Whenever I talked with the Governor, among 
other matters, we generally asked about the water problem. 

Mr. Laniaan. Then every time you talked to him 

Mr. Laust. Not every time, no. 

Mr. Lanican. Frequently? 

Mr. Lausi. Yes. 

Mr. Lanican. What did he tell you about the water 
situation? 

Mr. Lausi. If he knew he would tell us. 

Mr. Laniaan. If he didn’t, would he get the information? 

Mr. Lausi. He could get the information. He might. I 
would have to go to the records to see whether or not he ever 
followed up a conversation with a—— 

Mr. Lanican. Then you were kept informed all during 
1956 as to the general status of the water supply; is that 
correct? 

Mr. Lausi. Not on a regular basis. 

Mr. Lanican. Well, you said you asked the Governor 
when you talked to him. 

Mr. Lausi. Oh, ves, that is right. 

Mr. Lanican. Then you did know what was happening? 

Mr. Lausi. Well, he would know. He might say, “We 
have 5 million gallons today.”” I mean that sort of a report. 
(See hearings, p. 693.) 





At any rate, the record shows that the barge was laid up during a 
considerable part of August 1956 for repairs and that it made three 
trips in September, the last being on September 18, 1956, and that 
pumping of water was completed on September 20, 1956. 

On September 10, 1956, the head of the utilities division was in- 
formed by the Coast Guard that Federal law required regular shipping 
articles to be signed between the master and the seamen. ‘This 
matter was discussed with the personnel division, which was under the 
government secretary, as Acting Commissioner of the Department of 
Insular Affairs. (See hearings, appendix H, p. 843.) The personnel 
division would not accede to the use of shipping articles. The water 
records supplied by the Department of the Interior (see hearings, 
appendix J, p. 849) contain a note on September 25, 1956, reading as 
follows: 


Appropriation nearly used up and personnel division question 
stopped operation of water lift. 


On September 27, 1956, the commissioner of public works sent a 
letter to the government secretary which read as follows (see hearings, 
appendix, I, p. 847): 
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This is to advise you that the motor tanker Carpeake and 
water barge have been detained in St. Thomas for the past 
few days pending a decision by you as to the personnel status 
of the tug master and crew members. 

There are specific Federal maritime laws which are in con- 
flict with the Virgin Islands government’s personnel laws with 
respect to the tugboat employees. 

Before the motor tanker Carpeake can continue the water- 
lifts the following will have to be effected by your office. 

You will have to issue a directive to the public works de- 
partment with copies to the personnel division removing em- 
ployees on the motor tanker Carpeake from the merit-system 
laws. As soon thereafter the public works will have to com- 
ply with the Federal maritime laws with respect to the sea- 
men on the tugboat. 

Enclosed please find correspondence from acting head of 
utilities division, and Commander W. E. Pratt, United States 
Coast Guard. Also enclosed are Federal statutes which 
apply to the operation of motor tanker Carpeake and barge. 


On October 3, 1956, the commissioner wrote to the Governor as 
follows (see hearings, appendix I, p. 847): 


Enclosed please find memorandum from Mr. Villa with 
regard to the policy directive No. 2. It appears that Mr. 


Villa was complying with Federal maritime laws in connec- q 
tion with the operation of the tugboat. It is my understand- . 
ing that Commander Pratt of the United States Coast Guard x 
in San Juan has conferred with Mr. Villa on several occasions \ 


on the matter of the operation of the tugboat in order to 
comply with Federal law. 

No water lifts are being made at this time since the entire 
matter of the operation of the tugboat and barge has been 
referred to you for further instructions. It is felt that this 
department can carry out the operation of water lifts on a 
smooth basis. However, since you have inferred to me that 
matters concerning the tugboat be referred to you for action, 
we have refrained from further operation until you have 
directed us to operate in accordance with your requirements. 


On November 14, the Commissioner again wrote to the Governor 
as follows (see hearings, appendix I, p. 848): 


In order that we may comply with Federal law in the oper- 
ation of the tugboat and water barge, it appears that an order 
from you to the personnel division would be necessary. 

Captain McGregor discussed the wages, hours, and general 
w orking conditions thoroughly with the crew, and then with 
Mr. Claunch and myself. He also explained the shipping 
articles which must be used in signing on the crew. This was 
one of the requirements given in a letter dated September 10 
from Comdr. W. E. Pratt of the Coast Guard at San Juan, 
P. R. concerning compliance with Federal laws covering 
maritime operations. 

Copies of the working agreement drawn up by Captain 
McGregor and the shipping “articles are enclosed, and if they 
meet with your approval, you are requested to issue an order 
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to personnel requesting them to comply with Federal mari- 
time law in connection with salaries of the tugboat personnel. 
It is planned to retain these personnel in the merit system, 
but in accordance with the basic requirements of Federal 
maritime laws. 


The former commissioner testified that he never received a reply to 
these letters and that because of the emergency, the barge operation 
was resumed in December. (See hearings, p. 595.) The shipping 
articles were finally approved on January 8, 1957. 

It appears that the acting head of the utilities division resigned on 
October 28, 1956, and that the present head of the division assumed 
the duties on November 4, 1956. 

He was given a temporary appointment. The commissioner of 
public works tried to have this appointment made definite but did not 
succeed and the appointment lapsed on December 7, 1956. 

In his report of February 13, 1957, supplied to the committee by the 
Interior Department, the utilities division head stated (see hearings, 
appendix H, p. 743). 


On December 7, 1956, Mr. Galiber told me that even 
though the matter of the shipping articles had not been settled 
that because the potable water in storage had fallen to 
2,068,000 gallons or approximately 10 days supply, we would 
start the water-lift operation as soon as possible. 

Accordingly on December 7, 1956, I issued instruction to 
Captain McLeod to start for Roosevelt Roads, P. R., on 
Monday, December 10, 1956. 

On December 7, 1956, at 5 p. m. I was advised that I had 
been suspended from the job temporarily because I could 
not be paid any longer on an emergency-appointment basis, 
and would have to stay off the job until my appointment came 
through. I was notified to return to work on December 14 
at 1:30 p. m. 


The Mr. Galiber referred to in the quotation is Mr. Rudolph 
Galiber, the former commissioner of public works. 

It would thus appear that despite the commissioner’s repeated 
efforts to get the personnel question settled through letters to the 
government secretary and the Governor in September, October, and 
November, 1956, he had not succeeded in getting effective action 
from these officials up to December 7, 1956, at which time the com- 
missioner took matters into his own hands (7 days before the Governor 
called him in) and ordered the water lift to resume, despite the failure 
to get the personnel problem solved. But on that very day, he had 
to let the acting head of the water division go because action had not 
been taken on a permanent appointment, although the request had 
been in since the temporary appointment was made. (See hearings, 
p. 603.) 

While the committee realizes that it could be argued that the com- 
missioner of public works might have been more insistent and per- 
sistent in his efforts to get action from the Governor’s office, such 
overt pressure on a high official should not be expected from a young 
and newly appointed subordinate official. It is clear that the Gov- 
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ernor was fully and repeatedly informed of the personnel situation 
on the barge and that, if he did not, he should have known of the 
dwindling water supply. It is also clear that the commissioner on his 
own initiative ordered the barge to operate. 


Cuarces AGAINST THE ForMER COMMISSIONER OF PuBLIC WoRKS 


The Director of the Interior Department’s Office of Territories testi- 
fied that he had strongly suggested to the Governor that the commis- 
sioner of public works be removed from office in February 1957, when 
the acute water shortage developed on St. Thomas. As the com- 
mittee has just pointed out, the primary responsibility for the shortage 
of water seems to rest upon the Governor, rather than on the former 
commissioner of public works. 

In response to questions by subcommittee members, Mr. Lausi 
advanced two other charges against the former commissioner as 
reasons supporting Mr. Lausi’s recommendation that the commis- 
sioner be removed. The committee concludes that little or no basis 
was demonstrated for these charges. 

In the first instance, Mr. Lausi cited the paving of Ninth Street in 
Charlotte Amalie on which the commissioner or his wife owned two 
lots. (See hearings, p. 708.) The subcommittee’s investigation of 
this matter shows: 

(a) That the legislature specifically appropriated money for 
this project and hence that the commissioner would have been 
remiss in his duty not to have paved the street. 

(6) That contrary to Mr. Lausi’s original assertion, this was 
one of the last projects (rather than the first, as Mr. Lausi stated) 
to be undertaken pursuant to the appropriation act involved. 

(c) That at that time the paving was required before pending 
FHA loan applications could be approved for construction on the 
street and that neither the commissioner nor his wife were 
involved in the loans. 

(dq) That the FHA office in Puerto Rico requested that the 
street be paved. 

(e) That the appropriation was made by the legislature without 
consultation with the commissioner. 

({) That at the time this issue was first raised, the commis- 
sioner asked the Governor to request the United States attorney 
to investigate the charges against him, but the Governor refused 
to do so and kept the commissioner on the job. 

(gq) That Mr. Lausi was admittedly almost completely ignorant 
of the basic facts in the matter, when he made the charge before 
the subcommittee. (See hearings, p. 737.) 

In the second instance, Mr. Lausi cited the purchase of a 65,000 
square foot tract of land for $16,300 for the waterfront highway on 
St. Thomas. Mr. Lausi asserted that the price was excessive and 
that the former commissioner had disregarded certain instructions. 

Mr. Lausi said, in response to a question: 


Mr. Brownson. Was the determination of the purchase 
price a part of Mr. Galiber’s responsibility? 

Mr. Lavst. Yes, sir, and as I understand, in a preliminary 
way, he was told to obtain an appraisal—to see the United 
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States attorney, and make all the necessary arrangements for 
the appraisal and so forth. From what we know now, that 
was not done. The asking price was paid, $16,300. (See 
hearings, p. 709.) 


Upon examining into this charge, the committee finds: 


(a) That the United States attorney states that Mr. Galiber 
did consult with him prior to the purchase of the land; that the 
owners had been refusing to sell the land, and that the United 
States attorney told Mr. Galiber that if the owners persisted in 
their refusal to sell, the land could be acquired by eminent domain. 

(6) That Mr. Galiber at no time was told ‘to obtain an ap- 
praisal.”’ 

(c) That an appraisal by independent appraisers is not re- 
quired by any law or regulation of the Virgin Islands govern- 
ment. That at times in the past, the Governor or the govern- 
ment secretary have appointed an independent board of apprais- 
ers to appraise land the government proposed to purchase, but 
no precedent could be found for the commissioner of public 
works to appoint such a board. 

(d) That under the past practice of the Virgin Islands gov- 
ernment, the responsibility for deciding that a board of appraisers 
be appointed and for making the appointment rests with the 
Governor and the government secretary, not with the commis- 
sioner of public works. 

(e) That the deed stating the proposed purchase price was ap- 
proved by both the Governor and the United States attorney. 

(f) That the responsibility for the failure to have a board of 
appraisers appointed in the instant case, if any blame should be 
attached to that failure, rests with the Governor, not the former 
commissioner of public works. 

(g) That the price paid for the tract in question amounted to 
25 cents per square foot; that the recorder of deeds reported six 
tracts had been sold in the general area over a year earlier and 
one, 8 months earlier at 20 cents per square foot. 

(hk) That in view of the rising a values on St. Thomas, of 
the potential costs of litigation, of the possibilities of the litigated 
price being the same or more, and of the need for speed in acquiring 
the tract so that a contract for the road could be let before the 
builder in the area moved his equipment to another island, no 
substantial reason was presented for concluding that the price 
paid for the tract was excessive. 

(i) That the charge that the former commissioner of public 
works violated any law, regulation, rule or custom, or that he 
committed any other impropriety in connection with the purchase 
of the tract in question was not substantiated by any evidence 
presented to the subcommittee. 


Some criticism was made because the reconstruction of the old 
marine barracks at Charlotte Amalie ran more than the original esti- 
mate. The marine barracks is an old masonry Danish structure 
which had been used for years as a high school. A few years ago, 


new high school buildings were constructed and the barracks were 
vacated. 
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The evidence indicates that former Gov. Archie Alexander conceived 
the idea that the barracks could be rebuilt into a modern building to 
house the legislature and some government offices. It also appears 
that some unknown person estimated the job would cost around 
$75,000, but that no plans of any kind were drawn. Accordingly, in 
April 1955, Governor Alexander obtained an appropriation of $90,000 
for the reconstruction of the barracks and for extensions or recon- 
struction of some other buildings. It is not clear whether this appro- 
priation was intended to cover the total or the initial costs of these 
projects. 

When Mr. Galiber became acting commissioner of publie works in 
September 1955, he found the appropriation but no plans for the 
work. He estimated the reconstruction costs to be $250,000 and 
proceeded with the job, obtaining additional appropriations as the 
work progressed. The reconstruction was completed in the early 
part of 1957 at a total cost of $193,000. The floor area of the building 
is 15,000 square feet and the cost per square foot was $13.40. This 
compares with a construction cost of new public buildings in the 
Virgin Islands of $15 to $20 per square foot. (See hearings, p. 710.) 


ConFiicts BETWEEN THE GOVERNOR AND THE LEGISLATURE OF THE 
VirGIn IsLANDS 


The subcommittee found several areas of conflict between the 
Governor and the Virgin Islands Legislature. The committee’s 
examination of these areas indicates that there have been mistakes 
made by both sides in the conduct of the relations between them. 
Such mistakes are to be expected in the period of adjustment under 
the new Organic Act of 1954. Up to the time of the last hearing, 
only one legislature (the first) had been elected and in operation. 
The committee believes that as the Governor and the legislature come 
to understand better their powers, duties and responsibilities, more 
harmonious relations will be developed. On the other hand, the 
committee certainly does not expect either the Governor or the legis- 
lature to abdicate powers and responsibility to the other. 

1. One of the most serious conflicts which has arisen stems from the 
use and abuse of the item veto, provided in section 9 (d) of the revised 
organic act and in the efforts of the legislature to force the Governor 
to change salaries and even the organization of the executive branch 
by including legislative matters in appropriation bills. 

The last two sentences of section 9 (d) read as follows: 


If any bill presented to the Governor contains several 
items of appropriation of money, he may object to one or 
more of such items, or any part or parts, portion or portions 
thereof, while approving the other items, parts, or portions 
of the bill. In such a case he shall append to the bil at the 
time of singing it, a statement of the items, or parts or 
portions thereof, to which he objects, and the items, or parts 
or portions thereof, so objected to shall not take effect. 


In at least one instance, an Acting Governor used this language to 
strike out sections, sentences and provisos of a bill which did not con- 
tain a single item of appropriation. (See hearings, pp. 134-135). Itis 
freely admitted that acting under a 1955 opinion of the Interior 
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Department’s Solicitor, the Governor has stricken out all items of 
appropriation, leaving only the totals which the Governor has allo- 
cated as he has seen fit. When the legislature omitted the totals and 
enacted only the items, the Governor added up all the items and in his 
veto message vetoed the items but reserved the totals to be spent as 
he should allocate them. When the legislature tried to express its 
opinion by putting all the items before the enacting clause and enacting 
only the total, the Governor still vetoed the items and used the total. 

It is the committee’s view that these actions are not consistent 
with the item veto power as it is understood in the States where it is 
granted to the Governor. As we understand that power, when an 
item is vetoed, the appropriation is reduced by the amount of the 
item vetoed and the Governor is not free to use the money as he sees 
fit. The committee believes that the item veto power in the organic 
act should be clarified, so that it conforms with the generally under- 
stood item veto power. 

The islands legislature, on the other hand, has contributed to the 
problem by attempting to enact salary and organizational changes in 
appropriation legislation. This, of course, is not good legislative 
practice although it is not unknown in Federal or State legislation. 
The committee believes that the Virgin Islands Legislature should 
be given an opportunity to discipline ‘itself in this respect, and if it 
fails, that the organic act should be amended to provide that no 
legislative item included in an appropriation bill shall be valid. 

The committee does not believe, however, that the use of the item 
veto power practiced by the Governors since 1954 is the proper ap- 
proach to the problem. The Governor could quite properly veto an 
entire appropriation bill because it contains extraneous matter and, 
if necessary, call a special session of the legislature to reconsider the 
appropriation. 

2. Section 6 (g) of the revised organic act gives to the legislature all 
the authority and attributes inherent in legislative assemblies. In 
addition, the section provides that the legislature “‘shall have the power 
to institute and conduct investigations, issue subpena to witnesses 
and other parties concerned and administer oaths.” 

In 1956, the legislature enacted and the Governor signed Act No. 
86 which provided for resolutions to set up investigating committees 
and to provide punishment for contempts before such committees, 
both when the legislature is in session and when it is not in session. 

On June 6, 1956, the legislature by resolution authorized its finance 
committee to investigate expenditures for travel expenses of certain 
officials of the Virgin Islands government and to report to the next 
session of the legislature. The legislature then adjourned sine die on 
June 7. On July 5, - Governor signed Executive Order No. 14 
forbidding the heads of departments to appear before the committee 
without the Governor’ s permission, stating that the legislature had no 
power to create a committee to act after the legislature had adjourned 
sine die. Pursuant to this order, the commissioner of finance declined 
to honor the subpena whereupon the finance committee brought court 
proceedings to compel him to appear. Both the district court and the 
United States Court of Appeals for the Third Circuit (case No. 12,078 
decided April 2, 1957) upheld the power of the finance committee to 
compel the commissioner of finance to testify. Ina letter of May 28, 
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1957, to the subcommittee chairman, the United States Solicitor Gen- 
eral stated: 


* * * As you know, there is no appeal as of right to the 
Supreme Court from a decision of the Court of Appeals in a 
case of this type. Review may be had only through a peti- 
tion for a writ of certiorari which will be granted only where 
there are “special and important reasons,” and the Supreme 
Court has indicated, both in its rule 19 and by its practice 
over the years, the considerations governing the granting of 
such a petition. In this case, we concluded that, without 
regard to the correctness of the decision of the court of ap- 
peals, the matter did not fall within the criteria established 
by the court. The issue is limited to the Virgin Islands, and 
turns on the particular wording and history of the organic 
act of 1954 which applies only to those islands. Adverse de- 
cisions were rendered, after thorough and careful considera- 
tion, by the two courts which are directly concerned with the 
islands—the District Court of the Virgin Islands (speaking 
through Circuit Judge Hastie, a former Governor) and by the 
Court of Appeals for the Third Circuit, which is the court of 
normal appellate review for the islands. In these circum- 
stances, I did not feel that the problem was of sufficient gen- 
eral importance to attempt to obtain a further review in the 
Supreme Court. 

In addition, it was the view of many of those who had 
studied the matter within this Department that the rulings 
of Judge Hastie and the court of appeals were probably cor- 
rect, and that it was highly unlikely that the Supreme Court 
would take another view of the merits of the case, even if 
certiorari were granted. (See hearings, appendix R, p. 886.) 


As a result of the information it was able to gather, the legislative 
committee reported on July 17, 1957, that a number of travel expendi- 
tures were illegal. (See report in subcommittee files entitled ‘Pre- 
liminary report of the committee on finance from the First Legislature 
of the Virgin Islands of the United States, relative to expenditures of 
the government of the Virgin Islands of the United States for the 
fiscal year 1955-56 and expenditures authorized under Act No. 37 
through April 11, 1955.” ‘The report is dated April 17, 1956.) 

Both the Governor (see hearings, p. 800) snd the Director of the 
Office of Territories (see hearings, p. 707) have ignored the legislative 
finance committee’s findings and refused to have any investigation 
made thereof. 

The subcommittee chairman asked the United States Comptroller 
General for an advisory opinion on the expenditures challenged by the 
legislature’s finance committee. In a reply dated May 29, 1957 
(B-114808), the Comptroller General stated: 


* * * Thus, there does not appear to have been any 
authorization under the laws of the Virgin Islands or the 
United States for the payment of expenses for travel and 
transportation to the Virgin Islands prior to the enactment 
of Act No. 37. Under these circumstances and ignoring a 
settled practice of long standing in the Virgin Islands, our 
Office would be inclined to the view that the payment of the 
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travel and transportation expenses was unauthorized with 
respect to Messrs. Reed and Cotton for travel to the Virgin 
Islands, since these individuals were officers or employees of 
the Virgin Islands government, 

* * * Since the provisions of section 7 of the Adminis- 
trative Expense Act of 1946, as amended (5 U.S. C. 73b-3), 
makes available the appropriations of Government depart- 
ments for payment of expenses to overseas assignment for 
travel and transportation of employees of the United States 
under certain conditions therein enumerated, the travel and 
transportation expenses of Mr. Krabach to the Virgin Islands 
could have been paid pursuant to the provisions of that act. 
(See 27 Comp. Gen. 313.) Hence there appears to have been 
a basis under law for the payment of the government comp- 
troller’s travel and transportation expenses to the Virgin 
Islands, if the Department of the Interior had chosen to 
apply the provisions of title 5, United States Code, section 
73b-3. 

The committee believes that a proper regard for the legislature and 
for the public business should have required both the Governor and 
the Director of the Office of Territories to investigate the finance 
committee’s charges regardless of whether or not the committee was 
acting under strict legal authority. 

3. Another area of serious conflict between the legislature and the 
Governor stems from the language of the revised organic act which 
provides that the Governor shall appoint the department heads with 
the advice and consent of the legislature (sec. 16 (c)) and that the 
Governor— 


shall appoint all officers and employees of the executive 
branch of the government of the Virgin Islands, except as 
otherwise provided in this or any other act of Congress * * * 
(sec. 11). 


The legislature has attempted to enact legislation requiring that 
appointments to certain policymaking boards and commissions be 
confirmed by the legislature. The Governor has taken the view that 
except for department heads, he, alone, has the power and the duty 
to appoint all officers and employees and that it is not legal for the 
legislature to modify that power and duty by requiring that certain 
appointments be confirmed. This matter may be clarified by litiga- 
tion in the near future. 


DEPARTMENT OF HEALTH 


In recent years, there has been a marked expansion of health 
services in the Virgin Islands. New hospitals have been constructed 
in Christiansted ard Fredericksted on St. Croix and in Charlotte 
Amalie on St. Thomas. A new clinic has been built in Cruz Bay on 
St. John. These are the only hospitals in the islands. 

In 1956, the commissioner of public health resigned as the result of 
a dispute with the Governor and he has since devoted himself exclu- 
sively to the private practice of medicine. Otherwise, almost all 
health services are provided by the Virgin Islands government or on & 
private basis by physicians who are employed by the islands govern- 
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ment hospital. Certain relatively low charges are made by the hos- 
pitals of those who are not medical indigents. The income from this 
source runs about $75,000 per year. ‘Thus, the overwhelming pro- 
portion of medical services in the islands is supplied by the islands 
government. as, : 

The rising cost of salaries in the health department, combined with 
budget restrictions made necessary by the state of the islands treasury 
has caused an imbalance between salaries on the one hand and medical 
and other supplies on the other. However, according to the testimony 
of the former commissioner of health, the Governor’s office has refused 
to allow the commissioner of health to lay off employees or to close 
down any institutions in order to live within the budget. Instead, 
allocations were transferred from later quarters to earlier ones and 
finally moneys were improperly transferred from Federal grants-in-aid 
to meet other local expenses. (See hearings, p. 265.) This resulted 
in late allocations of funds and severe shortages in medicines for the 
treatment of tuberculosis and other diseases. (See hearings, p. 237.) 

The Governor, the government secretary and the commissioner of 
health must face the problem of the health department budget real- 
istically and must program the department’s activities so that it will 
live within its budget and provide balanced services for the full year. 
The practices described to the subcommittee and conceived or sanc- 
tioned to a large extent by the Governor’s office violate the most 
elementary concepts of sound fiscal control. 

In 1956, following a suggestion by the subcommittee chairman, the 
Virgin Islands Government adopted the practice of requiring em- 
ployers of alien laborers to furnish a bond to cover such laborers’ 
medical expenses. This practice has proved successful, and has 
eliminated one serious drain on the health department’s budget. 
The committee suggests that the Governor and the legislature give 
further consideration to the former commissioner’s recommendation 
that the income earned by the hospitals in fees be used to reimburse 
the health department’s budget. This would, we believe, not only 
encourage the department’s employees to increase the collection of 
such fees, but also would provide a needed addition to the budget. 

The committee is concerned about conditions revealed to exist at 
the leprosarium and at the Kings Hill aged persons’ home on St. 
Croix. Both are in disrepair and not fit for the purposes for which 
they are being used. (See hearings, p. 237.) Further, the patients 
at the Kings Hill home are fed an amount of food costing about 22 
cents per day. This provides admittedly inadequate diet. (See 
hearings, p. 245.) 

The department of social welfare also operates two homes for the 
aged. Consideration should be given to consolidating the manage- 
ment of the three homes in the department of social welfare and of 
providing treatment for the chronically ill in connection with one of 
the existing hospitals. 

During the course of the hearing, both the Governor and the govern- 
ment secretary implied that the former commissioner of public health 
had improperly and imprudently used $25,000 transferred to the 
health department from the lottery fund because it had been used to 
send a doctor to the mainland for training and to provide matching 
funds for Federal grants-in-aid. This charge was built up very 
elaborately as follows: 
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Mr. Ciauncn (government secretary). On May 24 the 
advice of allotment was issued for $80,000 that was supposed 
to have been for retroactive pay. However, $25,000 was 
transferred from the lottery fund to the department of health. 

Mr. Motionan. Didn’t Mr. Thomas testify a moment 
ago that that $25,000 was for specific services? 

Mr. Tomas. Correct; specific services—$2,500 for Dr. 
Evans and $22,500 for matching Public Health Service funds. 

Mr. Mo.tionan. That could not be used for any other 
purpose? 

Mr. Tuomas. It could not be used. 

Mr. Ciauncu. It was not issued for that specific purpose 
by my office. The commissioner of health could use it for 
any purpose he decided to use it for. 

Mr. Cuuporr. Isn’t it true that when money is allotted 
for a specific purpose, if food is ordered, you cannot use the 
money for some other purpose. For instance, if they ordered 
flour from this fellow and he had to buy it from Puerto Rico 
or wherever he got it, once it has been allotted and once the 
order has been made, you cannot take that money and buy 
it from somebody else. Isn’t that true? 

Mr. Cuauncn. This $25,000—Dr. Anduze could have done 
anything he wanted to with it except that he did request per- 
mission, I believe of the Governor, to use $2,500 of it to send 
Dr. Evans to the States. 

Mr. Motzowan. Mr. Chairman, I think Mr. Thomas has 
a very clear picture and a very fine recollection of all of this. 
Would you spell this out exactly? 

Mr. Jonas. Mr. Chairman, | thought I had the floor. 

Mr. Moutitonan. My apologies, Mr. Jonas. 

Mr. Cuuporr. Mr. Jonas has the floor. 

Mr. Jonas. Mr. Claunch, do you tell the subcommittee 
that the $25,000 you allotted to the department on May 24 
or 29—— 

Mr. Crauncn. The 24th. 

Mr. Jonas (continuing). Could have been used by Dr. 
Anduze for the purchase of flour or foodstuffs if the hospital 
was out of food? 

Mr. Cirauncu. So far as I know, there were no strings at- 
tached to it. 

Mr. Jonas. So far as you know, sir. You must know 
whether there were any strings attached, since you made the 
allotment. 

Mr. Ciauncn. There were no strings attached to it. 

Mr. Jonas. Was it made in writing? 

Mr. CLauncnu. Yes, sir; the advice to the department was 
merely a transfer of $25,000 from the lottery fund to the de- 
partment of health. 

Mr. Jonas. Do you have a copy of your transfer of allot- 
ment? 

Mr. Criauncn. Yes, sir. 

Mr. Jonas. Would you please read it for the record? 

Mr, Cuauncu (reading): 
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“Advice of allotment May 24, 1956, to the department of 
health out of the general fund.” 
I will just read that portion. 

“Transfer from lottery fund, $25,000.” 

Which made their total advice of allotment for that year 
$1,195,220.25. 

Mr. Jonas. So, in your opinion, and you so tell this com- 
mittee, that $25,000 could have been used for the purchase of 
food except that Dr. Anduze asked the Governor to use $2,500 
of it to send a doctor on his staff to the mainland to take a 
postgraduate course? 

Mr. Crauncu. Yes, sir. What the money was to be used 
for was at Dr. Anduze’s discretion. 

Mr. Jonas. Was the department obligated to send this 
doctor to the States? 

Mr. Ciauncn. That was Dr. Anduze’s desire. 

Mr. Jonas. That was his desire. Was there any legal 
commitment that made it necessary for this money to be 
advanced for that purpose at that time? 

Mr. Ciauncu. No, sir; other than Dr. Anduze requested 
the Governor’s permission to do so and the Governor ap- 
proved it. 

Mr. Jonas. If Dr. Anduze had told you and the Governor 
that they were out of flour and the patients were suffering 
from malnutrition and had asked permission to use the 
$2,500 to buy flour, would that permission have been granted 
if it had been necessary to grant it? 

Mr. CLrauncn. I am sure the Governor would have 
granted it. (See hearings, pp. 342-343.) 


* * *” * * * * 


Mr. Jonas. So far as you know, the $25,000 that was 
allocated on May 24 would have been available for the pur- 
chase of medicine if the commissioner had decided to use it 
for that purpose? 

Governor Gorpon. As far as I know, he could have. I 
know the lottery fund is only available to the welfare depart- 
ment and the health department. 

Mr. Cuuporr. Governor, isn’t it true that $22,500 of that 
money came out, had to be used for the purpose of getting 
grants-in-aid from the Department of Health, Education, 
and Welfare? 

Governor Gorpon. I would not say that it had to be 
used. We may have obligated in our grant-in-aid pro- 
grams for the $22,000. 

Mr. Jonas. It did not have to be that particular $22,000? 

Governor Gorpon. Whether it had to be that particular 
$22,000, I am not able to say that. 

Mr. Cuuporr. I thought Mr. Thomas had so testified. 

Governor Gorpon. Mr. Thomas said it was used for that. 

Mr. Jonas. And Mr. Claunch said it was available for 
any purpose, any legitimate and legal purpose. 

Mr. Cuuporr. It is a matter of opinion, isn’t it, Gover- 
nor? You think it could be used and Mr. Thomas said he 
did not think it could be used. 
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Governor Gorpvon. The only restriction in the use of the 
lottery fund is in the law creating a lottery, and it does not 
designate how the money should be spent other than to 
say it can be distributed to the health department and the 
welfare department. That is the way I understand it, I 
don’t think it designates in the law. 

Mr. Jonas. The law does not say, then, that it has to be 
used to take care of matching funds? 

Governor Gorpon. That is my understanding. (See 
hearings, pp. 346-347.) 


Subsequently the subcommittee obtained a copy of the legislation 


ACT NO. 73 
(Bill No. 177) 


Tue First LEGISLATURE OF THE VIRGIN ISLANDS OF THE 
UnitTep STATES 


First special session—1956 


To authorize the transfer of the sum of $25,000 from the 
St. Thomas, Virgin Islands, lottery fund to the Department 
of Health 
Be it enacted by the Legislature of the Virgin Islands: 
Section 1. The Governor be, and he is hereby, author- 

ized to transfer the following sums from the St. Thomas, 

Virgin Islands, lottery fund to the department of health, for 

expenditure during the fiscal year July 1, 1955, to June 30, 

1956: 

(a) The sum of $22,500 for the purpose of providing match- 
ing funds with the Federal grant-in-aid appropriation for 
health purposes. 

(b) The sum of $2,500, to be used as a grant to Dr. Melvin 
Evans for advanced studies. 

Thus passed by the Legislature of the Virgin Islands on 
February 1, 1956. 

Witness our hands and the seal of the Legislature of the 
Virgin Islands this 2d day of February A. D. 1956. 


JorGceE RopRIGuez, 
Legislative Secretary. 
Watter I. M. Hopee, 
President. 


The above bill is hereby sanctioned and approved. 

Witness my hand and the seal of the government of the 
Virgin Islands of the United States at Charlotte Amalie, 
St. Thomas, V. I., this 9th day of February A. D. 1956. 


[SEAL] Water A. Gorpon, Governor. 


(See hearings, p. 353.) i 
No further comment is needed regarding this incident. 





It reads as follows: 
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Tue VirciIn Istanps CorPORATION 
BACKGROUND 


The Virgin Islands Corporation (Vicorp) was chartered on June 30, 
1949, by the Virgin Islands Corporation Act (63 Stat. 350, 48 U.S. C. 
1407). It is wholly owned by the Government of the United States 
and is governed by a seven-man Board of Directors consisting of the 
Secretary of the Interior, the Secretary of Agriculture, an Assistant 
Secretary of the Treasury (successor to the Chairman of the Recon- 
struction Finance Corporation), the Governor of the Virgin Islands, 
and three experienced businessmen appointed by the President. The 
act provides that the Corporation shall be subject to the general 
direction of the President of the United States or the head of such 
agency as he may designate as his representative. The Secretary of 
the Interior has been so designated. The day-to-day operations of 
the Corporation are carried on under the supervision and control of 
the President of the Corporation. Under current law, the Corpora- 
tion’s charter expires on June 30, 1959, unless it is sooner dissolved 
by Congress. 

As of June 30, 1956, the total assets of the Corporation amounted 
to $6,636,685.75. Its principal activity is the manufacture of sugar 
and its byproduct, molasses, at its sugar mill on the island of St. 
Croix. In 1956, it harvested 83,569.58 tons of sugarcane from 2,288.5 
acres owned by the Corporation and purchased 51,688.88 tons from 
2,304.6 acres owned by private growers. In all, the Corporation 
owns 3,761 acres of land on St. Croix. 

Other major activities of the Corporation are the operation of the 
electric power facilities in the islands, the management of the airport 
and former naval housing and warehouse facilities on St. Thomas, and 
the administration of a loan program to assist agriculture and business 
on the islands. The Corporation also administers the soil conserva- 
tion activities in the islands and in doing so constructs dams and 
other facilities, and has a small tourist development program and a 
small forestry program. It also sells some land for small farms and 
performs land clearing and similar services. 

In carrying on its functions, the Corporation is financed entirely 
by the United States Government and by the income from its own 
operations. Vicorp is the successor to the Virgin Islands Company 
which was organized by the Government in 1934 as a relief project 
for the population of St. Croix which had been economically stranded 
by the failure of the West Indian Sugar Factory, Ltd., the last of the 
large producers and the operator of the major sugar mill on the island. 


SuGcar OPERATIONS 


The subcommittee heard an optimistic prognosis for the future of 
Vicorp’s sugar operations. It was disturbed somewhat by the re- 
peated reports of the General Accounting Office, up to and including 
one for the fiscal year ending June 30, 1956, that due to certain defi- 
ciencies in Vicorp accounting procedures and controls, GAO could 
not say that the financial statements of the Corporation as a whole 
oe fairly its financial position and the india of its operations. 
n addition, it appeared that in fiscal year 1955. the Corporation 
reduced the depreciation rate on some of its properties by $88,000 
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per year. This bookkeeping change made later financial statements 
seem more favorable than they actually were, in comparison with 
earlier years. 

For these reasons, the subcommittee chairman asked the Depart- 
ment of Agriculture to have Mr. Tom O. Murphy, Chief, Program 
Analysis Branch of the Sugar Division, Commodity Stabilization 
Service, bring up to date a study he had made of Vicorp’s sugar oper- 
ations in 1953. The chairman’s request was granted and Mr. Murphy 

roceeded to St. Croix in February 1957 to make an on-the-spot study, 

is new report was published in April 1957, as a committee print en- 
titled, ‘‘Economic Appraisal of the Sugar Operations of the Virgin 
Islands Corporation” (85th Cong., Ist. sess.). 

Mr. Murphy’s study contains a number of specific technical recom- 
mendations which the committee commends to those responsible for 
the management of Vicorp. The general summary and conclusions 
of the report are as follows: 


Economic APPRAISAL OF THE SUGAR OPERATIONS OF THE 
VirGiIn IsLtANDS CORPORATION 


SUMMARY AND CONCLUSIONS 


The problems of the Virgin Islands Corporation were 
studied by the present writer after completion of the 1953 
crop. The report of that study, Economic Appraisal of the 
Operations of the Virgin Islands Corporation, after setting 
forth 17 specific recommendations, concluded with the 
following passage: 

“Tn short, yields obtained in recent years demonstrate that 
St. Croix’s natural resources are sufficient to maintain a 
sugar industry of limited size. Agricultural practices are 
comparable with those of Puerto Rico and field mechaniza- 
tion has progressed somewhat further. The Corporation’s 
field equipment surpasses that in general use in Puerto 
Rico. Dollar investment in the factory at the start of the 
next crop will be far above that for mills of similar size else- 
where, although the performance ability of the factory 
remains to be proved. Attainment of a self-sustaining enter- 
prise depends largely on the human element: On the success 
of the Corporation in organizing its own efforts; on the degree 
of integration of future Federal activity on St. Croix; and on 
the extent of cooperation obtained from workers and local 
leaders in the effort to bring labor productivity into balance 
with current wage rates.” 

Shortly thereafter, a new president was placed in charge of 
the Corporation, and the Corporation since then has followed 
many of the recommendations of the earlier report. 

Corporation losses have been reduced but only to a limited 
extent, having averaged $375,000 ® annually in the last 3 
years compared with $491,000 annually in the preceding 3 
years. There is one notable difference, losses are now 
trending downward (they were $186,000 in 1956) whereas 


* Depreciation rates were reduced after the 1954 crop by enough to lower depreciation charges about 
$90,000 per year. On a basis comparable with previous years, the average annual loss would have been 
about $435,000. 
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they had been running along on a high plateau. Losses 
from the sugarcane and sugar enterprise alone averaged 
$493,000 annually in the 3 years preceding 1954 and were 
$701,000 in 1954 (principally not the responsibility of the 
present management), $406,000 in 1955, and $278,000 in 
1956. 

Sugarcane operations have been improved in recent years. 
The mechanical condition of the sugar factory is much better, 
maintenance costs have been lowered, and crop labor ex- 
penses have been reduced to a point more in keeping with 
what may be regarded as reasonably appropriate to the 
Bethlehem factory. However, sugar recovery efficiency of 
the factory has been improved to only about half the extent 
reasonably attainable, while factory lost time has actually 
increased slightly. Factory supply costs are much too high. 
As a result, factory costs per unit of production are still sub- 
stantially higher than they should be and sugarcane produc- 
tion costs are higher per unit of sugar than they would be were 
it not for the low recovery performance of the factory. It 
should be noted that inadequate and erratic cane supply 
rather than machinery breakdowns has been the principal 
cause of lost time in recent years. Closer synchronization of 
harvesting with factory operations would enable gains re- 
sulting from the improved mechanical condition of the 
factory to be realized. Other measures can be taken to 
correct the remaining adverse conditions cited. 

In view of the progress made, the opportunities for further 
cost savings (particularly in the sugar factory), and the prob- 
ability of reduced sugar transportation expenses as the result 
of the Corporation’s experiment with bulk shipments, it is 

robable today as it was 3 years ago that the Corporation can 
os laced upon a self-sustaining basis and that the sugarcane 
and sugar enterprise itself can be made self-sustaining. It 
probably will not be accomplished in 1957 and whether it is 
achieved at all depends upon the determination of manage- 
ment to exploit every opportunity to reduce costs and to 
increase returns. 

Losses of the sugarcane and sugar enterprise for 1957 are 
estimated at $200,000 including a $100,000 fire loss. Under 
optimum conditions attainable within the remaining life of 
the Corporation’s charter a crop profit of $110,000 appears 
possible. (See tables 3 to 5, inclusive.) 

Certain of the fundamental conditions which place the 
Virgin Islands at a disadvantage compared to other sugar- 
producing areas persist. Principal among these is the starcity 
of talent on this small island to make available an able corps 
of foremen and supervisors capable of utilizing labor as eco- 
nomically as it must be used in order to compete with sugar 
page under American standards in other domestic areas. 

Vith this recognized as a competitive disadvantage which 
can be improved to a substantial extent only over a long pe- 
riod of time after the Corporation has had a history of cost 


TIf depreciation rates were on a basis comparable with earlier years, losses in both 1955 and 1956 would 
$90,000 higher than shown. 


23015°—58 H. Rept., 85-1, vol. 7——15 
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conscious operations, management should exert strong effort 
to (1) attract from other sugar areas, principally Puerto Rico, 
additional key personnel, and (2) continuously keep under 
review all phases of its operations in order that it may plan its 
activities with an eye to eliminating or modifying situations 
which contribute disporportionately to costs. With regard 
to the last named consideration, management must do a 
better job than most companies in other areas are called upon 
to do and should keep this need constantly in mind. Sucrose 
losses in milling must be reduced, molasses must be sold at 
not less than competitive prices, supplies and property must 
be more adequately protected and administrative expenses 
reduced. A lower rate of payment for sugarcane purchased 
from growers also is a prerequisite. 

In the face of the present situation and prospects, it is 
recommended that— 

1. The three crop years 1957 to 1959 inclusive be 
regarded as the test period to determine whether the 
sugar enterprise actually can be made self-sustaining; 

2. Management step up its efforts to reduce costs; 

3. Any attempt to dispose of the sugar enterprise to 
private industry be deferred while the attempt is made 
to place it on a profitable basis with the thought that it 
may then be turned over on terms favorable to the 
government and with a greater likelihood that the enter- 
prise will continue to function for the benefit of the 
residents of St. Croix; and 

4. The Corporation not be turned over to the govern- 
ment of the Virgin Islands because of the inherent 
difficulty of operating at all as a profitable enterprise, a 
difficulty which would be accentuated if the enterprise 
were further exposed to local political pressures. 


It should be noted that testimony before the committee showed that 
as the Corporation secures greater efficiency in its operations and 
higher sucrose yields, and decreases its unit expenses, payments to the 
cane growers will be correspondingly increased, thus making up in 
large measure for a decreased rate of payment for sugarcane, (See 
hearings, pp. 495-496). 

Representatives of the General Accounting Office testified that 
although deficiencies in accounting procedures and controls still exist, 
there oti been definite improvement in these matters in the last 
few years and that such improvement is continuing. (See hearings, 

. 484). 
7 Dr. Kenneth A. Bartlett testified that reports for the 1957 grinding 
season indicate that the recovery rate for sugar was running at 80.2 
percent, or 1.3 percent higher than in 1956, and that lost time at the 
mill was approaching the minimum theoretically achievable. He 
stated that he believed the sugar operations, would show a profit this 
year. (See hearings, p. 512.) 

In any case, while there is still considerable room for improvement 
in the sugar operations, the decreasing trend of losses supports — 
that these operations can be put on at least a break-even basis in the 
near future. 
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The committee believes that the next 3 to 5 years should be regarded 
as a period for testing the economic soundness of Vicorp’s sugar 
operations and that the Corporation should be continued in Govern- 
ment ownership during that time. At the end of 5 years at the most, 
Congress should study the results with a view to disposing of the sugar 
operation to private industry or to the Territorial government, if it 
shows a profit and if reasonable safeguards can be agreed upon to pro- 
tect the island economy, or with a view to setting up a program for the 
discontinuance of the operation and disposing of its assets, if it con- 
tinues to be unprofitable. In the latter case, of course, the program 
will have to be designed to permit the St. Croix farmers to replace 
sugarcane with other crops which can be marketed for cash. 

ts any event, Vicorp should act vigorously to assist the local farmers 
in setting up marketing organizations to handle other crops and to 
encourage diversification. ‘The tourist industry of the Virgin Islands 
is expanding rapidly—a 25-percent increase in tourism was reported 
for the 1956-57 winter season. ‘There are also increasing numbers of 
persons taking up residence in the islands. These factors, along with 
the increased prosperity which they should bring to the population 
of the islands, will increase the demand for food. Local farmers should 
be encouraged to supply this demand to the extent feasible and not to 
lose this market to the mainland and to other islands. 


ECONOMIC IMPACT OF VICORP’S SUGAR OPERATIONS 


As previously indicated, the Federal Government undertook the 
sugar operation on St. Croix in 1934 as a relief project to rescue a 
opulation economically stranded by the bankruptcy of the West 
ndian Sugar Factory, Ltd. This history is summarized briefly in 
Mr. Murphy’s report as follows: 


“Production of sugar had been a flourishing enterprise in 
the Virgin Islands early in the 19th century. Because of an 
inadequate water supply and the vigorous competition of 
newer sugar areas, the enterprise declined to such an extent 
by 1930 that the West Indian Sugar Factory, Ltd., last of 
the large producers and operator of the largest sugar mill, 
became bankrupt after many years of losing operations. 
Population declined steadily during the century preceding 
1930. To bring relief to a destitute population, the Federal 
Government in 1934 established a Public Works Administra- 
tion poe on the island of St. Croix. This project, incorpo- 
rated as the Virgin Islands Company, acquired and operated 
the sugarcane and raw sugar properties formerly owned by 
the West Indian Sugar Factory, Ltd. 

“During every year but one prior to 1943, the Virgin 
Islands Company sustained losses but none amounted to as 
much as $100,000. Profits, principally from the manufacture 
and sale of rum during the war were sufficient to offset earlier 
losses and to provide a surplus. Beginning in 1946, the 
Company again began to incur losses which increased to the 
point that they averaged over a half million dollars annually 
during the 4-year period, July 1950 to June 1954. Since 
then, losses have grown smaller. A program of expanding 
sugar production was initiated in 1949 about the time that 
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the rum distillery was sold and the Company was reorganized 
as the Virgin Islands Corporation and. granted additional 
capital. Shortly thereafter, the Federal Government also 
undertook an extensive public works construction program on 
St. Croix. As this program tapered off in the last 2 or 3 

ears, it has been supplanted by private construction of 

omes and resorts. During the last 5 years, labor has become 
so searce that large numbers of British West Indians have 
been brought into the island to cut the cane. 

“Thus, an enterprise established to provide employment 
for the natives of St. Croix finds itself in the odd position of 
importing workers to harvest a crop which is still being proc- 
essed and marketed at a loss, although there now is reason 
to believe that the enterprise can be made self-sustaining.” 


In recent years, the Vicorp has been having increasing difficulties in 
obtaining labor to harvest its sugarcane and has had to import laborers 
from islands under foreign jurisdictions for the harvest. Dr. Bartlett 
testified that the private cane growers also have to import laborers. 

The Corporation does maintain a small permanent force. In 1956, 
it had 135 permanent employees and 471 seasonal employees, of whom 
367 were imported. (See hearings, p. 3). 

Governor Gordon testified that one of the reasons industrial develop- 
ment has lagged in the islands is due to a continuing shortage of labor. 
It would seem, therefore, that, as a relief project, a Government-owned 
sugar operation has served its need. 

This is not to say that the sugar operation is not still an important 
factor in the island economy. In 1956, it paid to private growers 
almost $330,000 for sugarcane; the factory labor received almost 
$127,000; it paid $450,000 for cultivating and harvesting its own land, 
a large part of which was labor cost, and about $145,000 in adminis- 
trative and overhead salaries. 

Perhaps the greatest impact of Vicorp’s operations on the economy 
of the Virgin Islands is found in its relationship to the rum industry. 
Under the 1954 revised organic act, the Federal Government matches 
dollar for dollar all taxes collected by the Virgin Islands government ® 
and pays the matching funds into the island treasury. The source 
of these matching funds is by law the internal-revenue tax on goods 

roduced in the Virgin Islands and transported to the United States. 
For ractical purposes, this means the internal-revenue taxes collected 
on Virgin Islands rum. The Virgin Islands Corporation is the major 
supplier of molasses (the substance from which rum is generally pro- 
duced) to the two rum distilleries in the Virgin Islands. While it is 
conceivable that if the Vicorp sugar operation were closed down, 
these plants might continue to operate with molasses purchased from 
Puerto Rico or even with juice derived from local cane, it is highly 
unlikely that they would be able economically to do so. 

In 1956, Vicorp produced 676,000 gallons of molasses, of which 
about 646,000 gallons were sold to the distilleries. The price for this 
molasses is by contract set by arbitration, if the parties cannot agree. 
The matter of this price will be discussed in the following section. 

8 There appear to be a number of defects in the matching statute (e. g., a resident of the islands pays all 
income taxes to the Virgin Islands government even though the source of income is the mainland of the 


United States) and in local tax-refund provisions. This matter is presently under consideration by the 
House Committee on Interior and Insular Affairs, 
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In 1956, the matching funds turned over to the Territorial treasury 
(and derived almost entirely from the tax on Virgin Islands rum) 
amounted to $2,309,003. Thus it can be seen that the closing of 
Vicorp’s sugar operations could raise serious fiscal problems in the 
islands unless another source of matching funds should be provided. 
This impact must be considered carefully when the United States 
Government decides whether or not to get out of the sugar business. 
By the end of the 5-year test period already suggested, the trends in 
the tourist and other industries may be well enough established, along 
with those affecting the development of land for residential and resort 
purposes, that a reanalysis of the islands’ fiscal affairs can be in- 
telligently made. It must be remembered, too, that, in a sense, the 
Virgin Islands are in competition with nearby Puerto Rico, that 
Puerto Rico receives back all United States internal-revenue taxes 
paid on Puerto Rican rum, and, finally, that this money is utilized to 
promote industry in Puerto Rico. 


PRICE OF MOLASSES 


The committee is concerned about the price at which molasses 
is sold by Vicorp to the two rum distilleries on St. Croix. In 1956, 
somewhat over 640,000 gallons of molasses were so sold. 

Testimony before the subcommittee showed that in 1957 Vicorp 
will sell its molasses at 10 cents per gallon, whereas the price of mo- 
lasses in Puerto Rico is about 18 cents per gallon and on the mainland 
about 27 cents. The President of the Corporation testified there is a 
ready market on the mainland for molasses and that, if it were sold in 
this market, the Corporation would net about 17 cents a gallon after 
deducting transportation expenses. 

The molasses situation on St. Croix is, however, not simple. Prior 
to 1949, the Virgin Islands Company (Vicorp’s predecessor) operated 
a distillery and produced and sold a product known as Government 
House rum. Section 3 (h) of the Virgin Islands Corporation Act of 
June 30, 1949, however, specifically provided that, ‘“The Corporation 
shall not engage in the manufacture of rum or other alcoholic bev- 
erages.” Since the only profits made by the enterprise had resulted 
from its rum operations, this clause insured a difficult financial future 
for the Corporation. 

Further, the clause made it necessary for the Corporation to dis- 
pose of its distilling facilities. An agreement of sale was finally 
reached with the A. H. Riise Distillers Corp. The purchaser, of 
course, had to be assured of a supply of molasses from which to pro- 
duce rum. As a part of the arrangements, Vicorp and the purchaser 
entered into an agreement on December 1, 1954, under which Vicorp 
agreed to sell and the Riise Corp. agreed to buy 70 percent of the 
molasses produced annually by Vicorp. The agreement runs until 
June 30, 1959, with a provision for a 15-year extension, if Vicorp’s 
life is extended. Since the Riise Corp. agreed to purchase the mo- 
lasses, Vicorp was assured of a market for 70 percent of its molasses 
pea ta This was not an inconsequential consideration, since 
ag had at times in the past been forced to drain its molasses into 
the sea. 

In October 1956, Vicorp entered into a similar agreement with the 
only other island distillery, St. Croix Sugar Cane Industries, Inc., for 
the remaining 30 percent of its molasses production, 
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Both contracts provide that the price of molasses shall be negotiated 
annually and that, if agreement cannot be reached, a board of three 
arbitrators shall finally set the price. Unfortunately, both contracts 
fail to state any standards to be used in setting the price. 

The President of the Corporation asked for a price of 17 cents a 
gen for the 1957 crop. The distilleries refused to pay this price. 

onsequently, arbitrators were selected by Vicorp and the distilleries 
(representatives of the 2 distilleries acting jointly with 1 vote). These 
arbitrators chose Chief Justice Cecil A. Snyder, of the Supreme Court 
of Puerto Rico, as the third arbitrator. The board set a price of 10 
cents a gallon for the 1957 crop year. 

The reasoning of Justice Snyder is so cogent and explains the prob- 
lem so well that it is produced here in full: 


I have read the able and objective statements of the arbi- 
trators representing the distillers and Vicorp, respectively, 
and find there is little I need add thereto. 

This was an unusual case in at least two respects. First, 
the public revenue—as well as the interests of the parties to 
the contracts—was inextricably intertwined in this proceed- 
ing. Second, there was no substantial disagreement between 
the parties or among the arbitrators as to the facts, although 
each of them naturally approached the problem from a some- 
what different point of view. 

All the arbitrators recognized that the board determined 
a@ price somewhat below the prevailing price for molasses. 
The considerations which lead us to this conclusion are set 
forth in detail in the individual statements of the other 
arbitrators. These statements reflect a considerable meas- 
ure of agreement, in which I join. I could, therefore, stop at 
this point. But in view of the public interest involved in the 
business of rum distilling in the Virgin Islands, I deem it de- 
sirable to emphasize briefly my own basic views. 

I voted for the price of 10 cents per gallon of molasses be- 
cause I was convinced that, under prevailing conditions, a 
higher price might destroy or seriously cripple rum distilling 
in the Virgin Islands. Such a result would have drastic 
consequences. Vicorp—although obtaining a windfall for 
1 year due to extraordinary, temporary conditions—would 
lose its most profitable long-range outlet for molasses. (This 
would also apply to the cane growers’ share in the receipts 
from the sale of molasses.) But I attached much more 
importance to the fact that, both this year and in succeeding 
years, the Virgin Islands government would lose $4 million to 
$5 million annually in Federal excise taxes on rum if these 
distillers ceased to operate. That could not—and must 
not—be permitted to happen. 

The board recognized that its decision was a temporary 
stopgap to relieve a situation which became acute due to 
world conditions. We made this clear by stating in our 
decisions: ‘“This determination shall not be considered in any 
way as a precedent for determination of the price to be paid 
for molasses in any subsequent year.” 

All of us agreed that as a long-range proposition, Vicorp— 
and the canegrowers—cannot be expected to furnish to the 
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distillers a subsidy or any other aid needed by the latter to 
remain in business. This aid must necessarily come from 
the Virgin Islands government which has such a large financial 
stake in the taxes accruing therefrom, apart from the other 
economic benefits by way of employmént and otherwise 
flowing from the operations of the two distilleries. 

It is part of the American tradition of free enterprise that 
industry shall stand firmly on its own feet. No industry 
can flourish indefinitely within the framework of our form of 
government and economy if it always requires the crutch of 
Government aid. However, here we have a special situation 
where Government action is imperative to protect the public 
revenue. 

The Commonwealth of Puerto Rico—which likewise re- 
ceives the Federal excise taxes on Puerto Rican rum shipped 
to the United States—has recognized this. It spends ap- 
proximately 10 percent of this revenue on advertising and 
other aids to the Puerto Rican distillers, despite the facts (1) 
that the latter are in a much stronger production and 
marketing position than the Virgin Islands distillers and (2) 
that the revenue from such taxes constitutes a much smaller 
oe age of the Commonwealth budget than of the Virgin 

slands budget. In order to protect its own revenue, [ 
submit that the Virgin Islands government should follow 
this example.® 

The contract pursuant to which this arbitration was con- 
ducted is unsatisfactory, from the point of view of both the 
parties thereto and of the Virgin Islands government. I 
respectfully urge that it be renegotiated. As a part of the 
process of renegotiation, I urge that the Virgin Islands 
government, after making a detailed study of the operations 
of the two distillers, provide such aid to them which is 
necessary to assure their stability. Only in this way can 
the Virgin Islands government make certain that its tax 
receipts in the amount of 4 or 5 million dollars annually will 
not be substantially curtailed or disappear. 

I respectfully suggest immediate study of this problem in 
order that appropriate action may be taken prior to the next 
crop year. 

Marca 25, 1957. 


A very illuminating paragraph from the statement of one of the 
distilleries’ representatives reads: 


It seems quite obvious that the local government has a 
tremendous stake in the continuation of the rum industry. 
Every gallon of rum shipped and sold in the United States 
represents $10.50 per proof gallon. It takes from 1% to 2 
gallons of molasses to produce 1 proof gallon ofrum. There- 
fore every gallon of molasses, if converted into rum and sold 
in the United States market has a potential value to the 
local government of from $5.25 to $7 per gallon. If on the 

* It is worth noting that the late Senator Taft was instrumental in obtaining from the appropriate Federal 
agency a priority for construction materials for the then government-owned and operated bottle factory in 


Puerto Rico in order to maintain the rum industry—and the taxes accruing to the government of Puerto 
Rico therefrom—during World War II. 


TI need hardly add that the amount and kind of ald should be designed to meet the peculfar needs of the 
Virgin Islands industry; it should not merely imitate blindly the Puerto Rican legislation and practice. 
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other hand, this molasses is shipped out of the Virgin Islands 
to be used as cattle feed, all that will be raised out of it may 
be 15 to 17 cents which Vicorp will get and the local govern- 
ment stands to lose the difference amounting to about $5.25 
to $7 on every gallon of molasses that is shipped out of the 
Virgin Islands. Again let me repeat that the local govern- 
ment of the Virgin Islands has the biggest stake in this 
molasses situation and therefore should take appropriate 
action to keep the rum industry functioning and give it the 
recognition it rightfully deserves. 


The committee concurs with Justice Snyder’s view that the 
contracts are unsatisfactory. The committee believes that the Virgin 
Islands Corporation should not be saddled with subsidizing the rum 
industry of the islands, so long as the Corporation is supported by 
the United States Treasury. This is not fair to the Federal taxpayers 
nor is it fair to the local canegrowers, whose income is related to the 
prices paid for the products of their cane. 

On the other hand, the Virgin Islands government derives millions 
of dollars from the internal revenue taxes collected on Virgin Islands 
rum. It would be calamitous to the local government if the distilleries 
were to close. Therefore, if in fact, the distilleries do need a small 
subsidy on molasses prices to survive, which would amount to $50,000 
to $100,000 a year at the most, the Virgin Islands government should 
supply the subsidy to preserve the millions of dollars it receives in 
matching funds. 

The committee strongly recommends that the Governor of the 
Virgin Islands set up a joint committee consisting of representatives 
of his office, of the legislature, of the distilleries and of Vicorp to 
study this matter immediately with a view to establishing a program 
which will, by contract and by law, transfer any necessary subsidy 
for the rum industry from Vicorp, the Federal taxpayers and the 
canegrowers to the island government. 

In the absence of any such agreement, the committee recommends 
(1) that the Board of Directors of Vicorp refer the contracts to the 
Attorney General for court action to determine whether it was the 
intention of the parties to permit the setting of a price below a 
reasonably arbitrated fair market price and (2) that any legislation 
extending the life of the Virgin Islands Corporation contain suitable 

rovisions for transferring the burden of the subsidy to the Virgin 
slands government. 


FIRE AT VICORP SUGAR MILL 


A serious fire occurred at Vicorp’s sugar plant on January 23, 1957. 
The fire started in the carpentry shop and destroyed the carpentry 
shop, the lumber shed, the blacksmith shop, the electric shop, the 
electric storeroom and the machine shop. The net book value of the 
buildings, equipment and supplies destroyed amounted to $56,954.48. 
The buildings, however, were quite old, and consequently the replace- 
ment value of the properties destroyed is estimated to be approxi- 
mately $150,000. Since some of the buildings destroyed were at- 
tached to the main factory, Vicorp was very fortunate that the 
factory itself was saved from destruction. It was also fortunate that 
the fire delayed the grinding season by only 1 week and hence had 
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little effect on the mill operations. In fact, Mr. Murphy testified 
that starting a week later may have contributed to better sugar yield. 
Up to the date of the hearing on March 6, 1957, no serious breakdowns 
had occurred which would require use of the destroyed equipment. 

While the mill’s ability to get into and continue operation despite 
the fire reflects credit on the efficiency of the management, and on the 
improvements in machinery and equipment in recent years, the fire 
itself exposed a chain of serious deficiencies in the fire consciousness 
and protection activities of the management. It also uncovered 
certain deficiencies in the operations of the Virgin Islands government. 

The generally accepted (but not undisputedly proved) theory is 
that the fire resulted from a smoldering bit of sawdust or piece of 
wood which was discovered in the carpentry shop in the afternoon 
preceding the fire between 2 p. m. and 2:30 p.m. At that time, an 
employee walking through the shop noticed smoke coming from a small 
pile of sawdust below a saw which was being used to cut some oak 
flooring. Apparently the saw was dull and the friction had caused 
the combustion. A pail of water was brought in and dumped on the 
sawdust, and the two employees involved feel sure that the fire was 
out. The employee using the saw stated that he did no more sawing 
that day. Since there was no rule requiring it, the incident was not 
reported to the management. Whether it was reported to the 
carpentry foreman is questionable. At any rate, the shop was later 
closed for the night without being cleaned up, since little work had 
been done in it on that day. 

The night watchman told committee investigators that he dis- 
covered the fire burning at 1:15 a. m. when making his 1 a. m. rounds, 
He immediately returned to the guard shack and tried to call the fire 
department. However, he stated that he could not arouse the oper- 
ator at the Fredericksted telephone office with which his telephone was 
connected." He then sounded a siren alarm. Although the village 
of Bethlehem is only a few feet from the factory, it was 15 minutes 
before anyone appeared. He sent the first 2 men to appear to arouse 
the plant manager who lives about 2 miles away and to telephone the 
Christiansted fire station from a police station situated about a mile 
from the mill. There was a telephone connected with Christiansted 
locked in the maintenance office, but the guard did not think of using 
it himself until later. 

The plant manager and other officials began arriving shortly before 
2a. m. and one fire truck from Christiansted and one from Frederick- 
sted arrived about 2:10 a. m. The Christiansted fire inspector re- 
ceived his first call at 2a.m. At that time, he telephoned Frederick- 
sted and got through to the fire station without trouble. (Note: 
the telephone system is manual without a dial system.) 

The watchman stated that he had never been instructed what to 
do in case of a fire, nor had any fire fighting force or procedure been 
established with the local villagers. It appears that some of them 
attempted to fight the fire with the only equipment available, two 
1,100-gallon tanks with 1-inch hoses and one-fourth-inch nozzles. 

" The Fredericksted operator denies that he was asleep or off duty at the time. However, members of the 
police department stated that they had found it necessary, a number of times in the past, to go to the tele- 
phone office and arouse the operator, when they wanted pe Pa through night calls. The telephone man- 
ager for St. Croix also told investigators that ':e had received complaints that subscribers could not get an 
answer from the Fredericksted office at night. The operator stated that he works all day, as well as the 


night telephone shift. He stated that January 23 was the second night since he had returned from a vaca- 
tion and that he felt fresh and was sure he had not dozed. He has since resigned. 
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(Mr. Murphy states the nozzles were three-eighths-inch.) The tanks 
were used for fighting cane fires and obviously were not designed to 
cope with a fire at the factory. However, except for a few hand 
extinguishers which were never brought into play, this was the only 
fire fighting equipment available. The villagers succeeded in getting 
the gasoline operated pump on one tank into operation, but could not 
start the other. When the plant manager and maintenance super- 
visor arrived, shortly after 2 a. m., the other pump was started. 

Thus, the fire was discovered at 1:15 a. m., in 50-year-old buildings, 
with oil-soaked pine beams and with gasoline and tar paper inside 
and a wood pile outside. Sometime between 1:30 a. m. and 2 a. m., 
when management representatives arrived, only one other small 
one-fourth-inch stream could be activated. The factory had no 
water system for fire fighting, no pressure system, no fire-fighting 
organizations, no fire-fighting plan and no fire-fighting instructions, 
At no time was anyone able to attempt to extinguish the fire; all 
efforts were concentrated on saving the mill. 

When the two fire trucks arrived from Christiansted and Frederick- 
sted at 2:10 a. m., they found no ready source of water. A 15-foot 
high concrete tank used by the Corporation to store water was located 
about 100 feet from the site of the fire. However, the tank had only 
5 feet of water in it, and the trucks each carried 10 feet of intake hose. 
When run up the side of the tank and down the inside, this left the 
intake 5 feet above the available water. The pipes running out of 
the tank had no valves to connect with. The concrete tank was de- 
signed to be fed from an overhead metal tank standing directly above 
it. This metal tank was fed from a reservoir some distance away. 
However, the fire trucks intake hose had 4-inch fittings and the metal 
tank had 3-inch fittings, so no connection could be made. Finally 
they located a small portable tank which they placed under the over- 
head tank and let the water run into it. They placed the intake hose 
in the small tank and drew from it. All this, of course, took about 
one-half hour to discover and work out. Even then the fire depart- 
ment had difficulties because the water flowing from the overhead 
tank into the portable tank came through a 3-inch hose by gravity, 
while the water was taken out by pump via a 4-inch hose. This 
resulted in the emptying of the small tank, from time to time, at 
which times the fire department had to stop fighting the fire until the 
small tank filled up again. 

The fire-fighting equipment was later augmented by a chemical 
truck obtained from the airport several miles away, after the airport 
fireman was roused at home. 

All in all, it is clear that Vicorp was utterly unprepared for a fire 
at a factory with a very high fire hazard, and it was very fortunate 
that the whole plant was not destroyed. The fire inspector told the 
committee investigators that the inadequate fire-fighting facilities had 
been discussed with officials of Vicorp at least twice prior to the fire. 
This was denied by the person with whom the conversations were 
alleged to have been had, although a discussion with fire department 
employees on another subject was admitted. 

Nor can it be doubted that the President of the Corporation and 
the Board of Directors were fully aware of the risk. Dr. Bartlett 
testified that one of his first acts, when he came to Vicorp in 1953, was 
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to suggest that fire insurance be taken out on the plant and that he 
made the request t least twice. Both times he was turned down by 
the Board of Directors on the ground that as a matter of policy, the 
Government usually assumed its own risk. However, the General 
Accounting Office has ruled that the Corporation may carry insur- 
ance, if, as a matter of policy, it decides to do so. (See hearings, p. 547.) 

The attitude of the Board of Directors is very strange, when it is 
noted that in fact Vicorp does insure its sugar, sugar bags, and electric 
generating plant and that the rate for insuring the replacement value 
of the factory and machinery would be $12,000 to cover the $2,500,000 
replacement value of its principal asset. Certainly, however, the 
management’s obligation to provide adequate fire protection did not 
end with the decision on insurance. If anything, the lack of insur- 
ance increased the need for such protection. 

It also appears that at some time prior to the fire, there were eight 
stations for the watchmen to punch every hour. Those had been 
permitted to disappear for one reason or another, until on January 
23, 1957, only two stations remained. It is further evident from the 
admitted testimony that the tapes of the watchmen’s timeclock were 
not being checked as to the time of punches. In all, the matter of 
plant security was loosely handled. 

The measures now underway to improve the plant’s fire protection 
are both reassuring and also indicative of what was lacking. Dr. 
Bartlett stated that it is planned: 

1. To install a system of pipes from the main reservoir through- 
out the factory with a pressure system to provide water. 

2. To install hydrants which conform to the municipal system. 

3. To train fire-fighting crews. 

The committee certainly believes that this is the minimum that 
must be done. In addition, regular fire inspections and drills should 
be held to assure that fire hazards are minimized and that equipment 
and crews are prepared, and, if feasible, direct fire alarms should be 
installed with the municipal fire departments located in Christiansted 
and Frederiksted and with key Vicorp personnel. 

Investigation of the fire also revealed the following weaknesses 
which should be remedied. 

1. The Virgin Islands fire department apparently has no system 
of fire inspection or organized fire prevention on St. Croix. 

2. Persons having full-time day jobs are used as night telephone 
operators by the government-operated telephone system. 

3. The Frederiksted police station discontinued recording its 
hourly calls from the Frederiksted station to the Christiansted sta- 
tion, shortly before the fire for no ascertainable reason. The Chris- 
tiansted station recorded its calls to Frederiksted but not those 
received. Hence it was impossible to determine whether the Fred- 
eriksted operator was awake at 1:30 a. m., 15 minutes after the fire 
was discovered. The Christiansted police records did show that. that 
station had called Frederiksted at 1 a. m., thus showing that the 
operator was awake at that time. 

4. The Frederiksted police records were completely lacking in 
any record of incoming calls from the call boxes in town for January 
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22 and 23, 1957, although they were kept regularly before and after 
those dates. No reason for this lapse was discovered. 


VICORP’S DAM CONSTRUCTION PROGRAM 


According to information supplied to the subcommittee by Vicorp, 
it had, up to November 1956, constructed 61 dams on St. Croix and 
13 on St. Thomas and St. John under the soil conservation program. 
Testimony was to the effect that the program had raised the water 
table on St. Croix, but that no supporting data was available. 

The committee notes with some concern that Vicorp is considering 
requests by hotels on St. Croix for the erection of dams to create 
reservoirs which will furnish a water supply for the hotels. These 
requests have grown out of the fact that the owners of one of the 
largest hotels on the island have converted a Vicorp-built reservoir 
on nearby lands owned by them into a water supply for the hotel. 
Neither the agreements under which the dams are built nor the law 
seem to prevent this. The purpose of the law, however, was to 
combat the “wastage of soil and moisture resources on farm, grazing 
and forest lands of the Nation, resulting from soil erosion,” (Public 
Law No. 46, 74th Congress (49 Stat. 163; 7 U. S. C. 1010).) The 
committee believes that the need or desire of a hotel for a private 
water supply is not a factor to be considered in building a dam under 
the soil conservation program. It is conceivable that such a dam 
may in other respects meet the purposes of the act, but any such 
proposals should receive very careful study before being accepted 
and in any case should not receive priority over other proposals more 
closely related to the purpose of the act. The committee notes 
further that the law does not require Vicorp to bear all the expenses 
of a project. It would seem highly proper that where a commercial 
venture such as a hotel will receive material economic benefit from a 
project, it should be required to bear a substantial share of the 
project’s costs. 


PROMOTION OF CROP DIVERSIFICATION BY VICORP 


In his report to the subcommittee, Mr. Tom O. Murphy recom- 
mended that Vicorp initiate a program aimed at the development of 
the production and marketing of short season crops on a commercial 
scale. To support this recommendation, he stated: 


During the last 3 years, while the Corporation has been 
endeavoring to improve operations related to its major ac- 
tivity, the production of sugarcane and sugar, little attention 
has been devoted to the development of short-season crops 
for the local, Puerto Rican, and mainland market. It has 
been established in the past that tomatoes and beans can be 
produced economically but marketing has posed too serious 
a problem for private operators. Establishment of a market- 
ing apparatus is difficult for a new area principally because 
buyers with a need for a reliable source of supply do not 
care to risk dependence on an untried source. Vicorp, which 
incidentally could stand one crop failure on commercial-scale 
acreage better than a private operator, is also in better 
position to devote the effort necessary to establishing market 
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outlets which later may be shared by individual producers. 
If sugar production is proved by the course of future events 
not to be competitive with production in other domestic 
areas, there would be little point in continuing it, sustained 
as it is by the importation of foreign cane-cutters. In that 
eventuality, any progress made in the development of alter- 


nate uses for local labor, even though minor, would be 
helpful. 


The committee agrees with Mr. Murphy’s views on the development 
of alternative crops by Vicorp. There is no certainty that sugar 
production will continue indefinitely on St. Croix, particularly in view 
of the rising land values which may turn privately owned sugar cane 
land to other uses. In 1956, 40.4 percent of the sugar cane ground by 
Vicorp came from the private growers. It seems clear that if the 

rivate land were turned to other uses for which it might have a 
Saher value, the sugar mill would very likely have to close down 
since the amount of cane which could be produced on Vicorp land 
alone would probably not support the operation of the mill. 


THE FUTURE OF VICORP 


The committee believes that the Virgin Islands government and 
the Department of the Interior should do some careful planning to 
meet the eventuality that Vicorp may be forced to terminate its 
sugar operations from the sheer force of economic circumstances. As 
the Virgin Islands becomes increasingly popular as resort and resi- 
dential areas, land values will probably increase. Even today it is 
not uncommon for values in some areas to double in a year or two, 
and the increasing use of air transportation, the spreading knowledge 
of the islands’ delightful climate and the creation of the national park 
on St. John have all contributed to raising the demand for and the 

rice of land in the islands. The land has become more valuable 

ecause of its suitability for resort and residential purposes, not because 
of its suitability for growing sugar cane. As stated in the preceding 
section, if the privately owned cane lands are turned to other uses, 
the sugar mill will probably have to close. This will pose serious 
economic and fiscal problems for the islands, the study of which should 
not be delayed until the occurrence of the event. 

It should be noted, too, that Vicorp’s President testified that the 
sugar operation could be undertaken profitably by private enterprise 
only if Vicorp’s lands were sold to it at their agricultural value, which 
is substantially below their current market value (see hearings, p. 28). 
It is doubtful whether the Federal Government should subsidize a 
private sugar operation by selling it lands at a price below their fair 
market value. 

As previously stated, the committee believes that the next 3 to 5 
years shculd be regarded as a period for testing the new management 
of Vicorp. At the end ef that pericd its chances for financial success 
should be in better perspective as well as its relationship to the eco- 
nomy of the islands. 

In order to prepare for eventual operation of Vicorp under the 
island government, if that should be the ultimate decision, the com- 
mittee believes it would be wise in any extension legislation to provide 
that ono of the businessmen members of the Board of Directors be a 
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permanent resident of the Virgin Islands appointed by the Governor 
with the consent of the legislature. 

The United States Comptroller General has recommended that 
Vicorp’s losses be charged to the matching funds made available to 
the Virgin Islands government under existing law. The committee 
believes that if and when the Corporation is transferred to the local 
government, it should be charged with full financial responsibility for 
its operations. However, so long as the Territorial government does 
not control the Corporation, the committee believes it should not be 
saddled with financial responsibility to bear its losses out of moneys 
otherwise available for governmental purposes. The committee 
notes that at present the island government receives only so much of 
the internal revenue collected on Virgin Islands rum as is necessary 
to match the local tax collections. The matching amount is sub- 
stantially less than the total internal revenue taxes collected on Virgin 
Islands rum. Consequently, the committee believes it would be 
proper to charge Vicorp’s losses (under its present setup), if any, 
against that part of such internal revenue collections as exceeds the 
amount paid to the islands as matching funds. 


CONFLICT-OF-INTEREST SITUATIONS 


The Virgin Islands Corporation Act provides that 3 of the 7 mem- 
bers of the Board of Directors shall be ‘experienced businessmen.” 
The hearings disclosed that 2 of the 3 businessmen who are presently 
members of the Board have direct business relationships with the 
Corporation. 

One member of the Board is also a partner in a firm on St. Thomas 
which for a fee acts as agent on that island for the Corporation. This 
arrangement is carried out pursuant to a negotiated contract. The 
General Accounting Office called this arrangement to the attention of 
the Board of Directors on at least two occasions, but the Board has 
refused to take any action in the matter. The testimony leaves no 
doubt that the contracts have been made with this particular partner- 
ship because the member of the firm is a member of the Board of 
Directors and a former employee of Vicorp. (See hearings, page 555. 

Another member of the Board of Directors is the owner of an estate 
which grows a large amount of sugar cane which is sold to Vicorp. 
The manager of the estate is a member of the local soil-conservation 
board and at one time was chairman of that board. He is also a 
member of the island legislature. During his chairmanship the SCS 
board approved and Vicorp built two large reservoirs on the estate. 
One reservoir is the largest built by Vicorp on St. Croix (30 million 
gallons). The other, the second largest constructed on private land 
on St. Croix (15,159,0C0 gallons), was commenced at an estimated 
cost $3,542 and completed at an actual cost of $36,143, or over 10 times 
the original estimate. The total cost of this 1 dam amounted to almost 
54 percent of the amount available for the whole program of 15 dams 
under construction in fiscal year 1955. 

The larger dam was the second completed by Vicorp on privately 
owned lands in the Virgin Islands. In a letter to the committee (see 
hearings, p. 634) the Board member states that the dams were built 
without his knowle|ge while he was away frem the island. His 
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estate manager and Vicorp, of course, did know. The owner in- 
volved here deserves a great deal of credit for building his own dams 
on his estate prior to the extension of the SCS program to the Virgin 
Islands and credit for urging Congress to so extend the program. 

Another potential conflict of interest situation arose from the em- 
ployment of the wife of a top official of Vicorp by a shipping company 
which shortly before had negotiated a contract with the official to 
carry Vicorp’s sugar to the mainland. The official’s wife was em- 
ployed as the “representative” of the shipping company on St. Croix. 
In this instance it appears that the contract negotiations were com- 
pleted before the question of employment arose; that the company 
and the Vicorp official made some effort to find another capable person 
to act as “representative” and that the lady involved had no previous 
shipping experience; that the official’s wife had nothing to do with 
Vicorp’s sugar shipments; and that in fact the official involved devised 
a method for the bulk shipment of sugar which eliminated the par- 
ticular company as a shipper of sugar, since it could not handle bulk 
shipments. At the time of the hearing, the official’s wife was still 
employed by the company, but Vicorp no longer used it to ship sugar. 
Hence, the situation no longer exists. 

It is the committee’s view that no improper motivation has been 
demonstrated in any of these cases. 

In the first case there is a continuing contract between the Board 
member’s partnership and Vicorp, services are continually being 
rendered by the firm and a fee is annually agreed to. The Board 
member, as a member of the partnership, normally would participate 
in the benefits of the fee. In such a situation the Board member 
must have a divided loyalty between Vicorp and his firm. The 
possibility of undue influence, even perhaps of a subconscious nature, 
on Corporation employees in resolving disputes, for example, between 
the firm and Vicorp is obvious. 

It is also possible that this relationship may violate section 1914 of 
title 18, United States Code, which imposes a penalty on— 


any Government official or employee who receives any 
salary in connection with his services as such official or 
emplovee from any source other than the Government of 
the United States * * *, 


To defend successfully a prosecution founded on this prevision, the 
director weuld have to prove convincingly that any compensation 
paid to him by the partnership represented a return for services which 
bear no relationship whatsoever to the performance of his official 
duties. As previously construed, this section has been held to prevent 
an officer from engaging in any conduct which cannot be reconciled 
with the principles of fair dealing or with the concept of public office 
as a public trust. It is sufficient, for the purpose of establishing a 
violation thereof, to demonstrate that an officer’s private business 
connections are such as to give rise merely to probability of a “conflict 
between the Government’s interest and [that of] * * * one of its 
officers” (4 OAG 47 (1842), United States v. Booth (1906) 148 F. 112, 
116; 31 OAG 470 (1919); 40 OAG 183-185, 187, 190 (1942); 40 OAG 
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289, 292, 294 (1943); United States v. Corrigan (1948) 166 F. 2d 641, 
643). The relationship may also involve a violation of title 18 
United States Code, secs. 281 and 434. Certainly both the Board and 
the member involved should consider these possibilities carefully. 

In the second case the potential conflict of interest is heightened by 
Mr. Tom O. Murphy’s recommendation that Vicorp seek to have 
the prices it pays growers for sugarcane lowered at the next fair sugar 
price hearing held by the Department of Agriculture because Virgin 
Islands cane has a much higher fiber content than Puerto Rican cane 
(the price of which is now the basis for Virgin Islands prices). While 
the testimony was that the decision to appear at the hearings would 
be a management decision, it was admitted that this could be con- 
trolled by the Board of Directors. In any case, it is not unlikely that 
the presence on the Board of the largest private cane grower on the 
island could unduly influence management and the Board in its 
determination with respect to seeking lower cane prices and in the 
vigor of its presentation at the hearings. Conflicts of interest could 
also arise in connection with Vicorp’s dam-building program. 

The third situation, while it existed, gave rise to an unsound situa- 
tion. In case of any dispute with the shipper, the official would be 
in the position of arguing with his wife’s employer whose views might 
in fact be supported by the wife. It is to be noted that no evidence 
of such influence was presented, and that the official, in fact, devised 
and adopted better ways of shipping sugar which eliminated the 
shipper from the picture. The committee suggests that the arrange- 
ment was unwise. 

The committee realizes that the Virgin Islands does not have a large 
pool of experienced businessmen and trained and able personnel to 
draw from in every field. It would seem, however, that with care, 
conflicts such as these could be avoided, 
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Apprenprix I. WITNESSES 


Daniel W. Ambrose, president, Democratic Club of St. Thomas 

Dr. Roy A. Anduze, former commissioner of health, Virgin Islands 

Dr. Kenneth A. Bartlett, President, Virgin Islands Corporation 

W. V. Bour, Office of the General Counsel, General Accounting Office 

Hatfield Chilson, Under Secretary of the Department of the Interior 

Charles Claunch, government secretary 

Fred L. Crawford, former Member of House of Representatives 

Burr E. Davidson, Soil Conservation Service, Washington, D. C. 
Formerly assigned to Virgin Islands and Puerto Rico 

A. M. Edwards, Associate Solicitor, Department of the Interior 

Robert S. Fleming, merchant in St. Croix and former member of the 
Virgin Islands Legislature 

Rudolph B. Galiber, former Commissioner of Public Works for United 
States-Virgin Islands 

Hon. Walter A. Gordon, Governor of the Virgin Islands 

Elliot H. Gray, manager, Development Authority of the Virgin Islands 

M. E. Henig, supervisory accountant, General Accounting Office 

Percy de Jongh, commissioner of finance 

Henry L. Kimelman, president and treasurer, Virgin Isle Hotel, Inc. 

James T. Kincannon, Soil Conservation Service, Washington, D. C., 
former engineer for Soil Conservation Service in the Virgin Islands 

Richard L. Krabach, government comptroller of the Virgin Islands 

Owen I. Lans, Taxicab Association of the Virgin Islands 

Anthony T. Lausi, Director, Office of Territories 

Goodrich W. Lineweaver, committee assistant for reclamation, United 
States Senate Interior and Insular Affairs Committee 

John D. Merwin, representative in the Virgin Islands Legislature 

E. W. Muhonen, Assistant Director, Civil Accounting and Auditing 
Division, General Accounting Office 

Tom O. Murphy, Commodity Stabilization Service, Department of 
Agriculture 

Dr. Eric O’Neal, commissioner of health 

Aubrey Ottley, secretary and consultant to the Board of Tax Review 

Earle B. Ottley, chairman, finance committee, Legislature of the 
Virgin Islands 

M. O. Ryan, Washington representative, American Hotel Association 

Norman Skeoch, president, Chamber of Commerce of St. Croix 

Mrs. Clarise Bryan Smith, tax assessor and recorder of deeds 

Theodore A. Thomas, fiscal officer 

Rubin Wheatley, tax commissioner 

R. J. Woods, supervisory accountant, General Accounting Office 
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Apponprx II. Excerpts From Auprr Report or THE CoMPTROLLER 
GXNDRAL TO THE CONGRESS OF THE UNITED STATES ON THE Goy- 
ERNMENT OF THE VIRGIN ISLANDS OF THE UNITED STATES FOR THE 

¥iscaAL YEAR ENnpepD JuNE 30, 1956 


In his most recent report (fiscal year 1956), the Comptroller stated: 
“A true appraisal of the financial condition of the government as 
of July 1, 1956 is one of bankruptcy. All of the current assets of the 
government are either obligated or are held for a specific purpose 
which is in effect an obligation because this purpose is not subject to 
change by legislative action. The money was deposited on a con- 
tractual basis that it be used for a particular purpose. An example 
being, an employee deposits money for the purchase of savings bonds, 
although the government has this money it can only purchase bonds 
for the employee, the purpose for which the money was deposited 
cannot be changed by the government. 

“Tn making this statement our attention was called to the borrowing 
of funds from one account to another. Some of these were done with 
legislative sanction and others without. In either case the practice 
is improper financial control. An analysis should be made of all 
loans made and proper adjustments made. Commingling of trust 
funds with operating funds is improper. Although no person has 
been denied payment from one of these accounts because of the loans, 
however, they are not sound and in the case of retirement funds it 
is questionable if the government could pay the claims of the employees 
if they demanded their money, which is their right under the law. 
This would lead to a violation of the provisions of the or, ganic act 
which forbids indebtedness. 

‘‘As was stated above, all available funds have been obligated and 
if the government were to stop doing business at the end of the fiscal 
year, they would not be able to pay out their contracted obligations 
without congressional assistance. The estimated revenues for fiscal 
year 1957 should be calculated and the deficit of the previous year 
subtracted therefrom in determining funds available. A complete 
appraisal of the financial situation in line with these statements 
should be made, loans repaid, balances reconciled and government 
expenditures brought into line with receipts. Under present law no 
other method is permitted, indebtedness is forbidden whether it be to 
tradesmen, the bank or bondholders. Some unpaid moneys now 
date back 2 and 3 years.” 

Notrr.—This statement is supported by data supplied to the com- 
mittee upon request, by the islands commissioner of finance. 

In his report for the 1956 fiscal year, the United States Comptroller 
General further stated: 

‘“‘Many of the serious deficiencies in financial administration pointed 
out in previous audit reports on the government of the Virgin Islands 
have continued to exist in fiscal year 1956. These deficiencies have 
been so significant that we have been unable to determine the financial 
position of the insular government at any year end or the results of 
its fiscal operations for any year during the 5 years that the activities 
of the insular government have been subject to comprehensive review 
at the islands by the General Accounting Office. 
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“Two attempts have been made in the past 3 years to develop, 
install, and maintain a satisfactory accounting system in the insular 
government, but both attempts have failed for various reasons. The 
latest attempt, in November 1955, failed primarily because the insular 
government was unable to employ and retain competent accounting 
personnel. 

“At the completion of our review this year, we noted that some 
progress is being made in improving the financial records of the insular 
government for the fiscal year 1957. Much work remains to be done, 
however, before satisfactory accounting control over the principal 
assets will be accomplished. 

7 * * + * « ” 


‘fACCOUNTING RECORDS 


“The accounting records of the insular government are incomplete 
for fiscal year 1956 and those which exist contain numerous errors. 
For most of the year the records that were maintained related largely 
to the receipt and disbursement of cash. 

“An attempt was made during the fiscal year to establish some 
measure of accounting control over assets, liabilities, revenues, and 
expenses by setting up a general ledger. This effort failed shortly 
after it was started, however, and no further work was done on the 
ledger for the remainder of the fiscal year. 

“Cash records 


“At the time our fieldwork on the audit for the fiscal year 1955 was 
completed, the insular government had not reconciled its cashbock 
balances with bank balances for about a year. An attempt was made 
during fiscal year 1956 to reestablish accounting control over cash 
by opening a new set of cash records and using for a starting point the 
banks’ statements of balances as of September 30, 1955, but without 
adjusting for outstanding checks. After considering checks out- 
standing at that time, the adjusted cashbook balances were about 
$125,000 less than the previous book balances. No further attempt 
was made to determine the reasons for the shortages; they were simply 
dropped from the records. 

“Reconciliations between bank balances and the newly established 
cashbook balances were not made currently thereafter during the 
remainder of the fiscal year. For certain checking accounts, no 
reconciliations were made during fiscal year 1956.” 

+. * * = * * * 


“Some of our observations on the condition of the accounts receiv- 
able records in the insular government are as fellows: 
‘1. Accounts receivable are not recorded in general ledger 
accounts. 
“2. Cashiers in the department of finance maintain files of 
unpaid bills that are sent to them directly by billing clerks. The 
cashiers are required to return copies of paid bills to the billing 
clerk. No check is made, however, to ascertain whether all bills 
turned over to cashiers are represented by cash turned in or are, 
in fact, still unpaid. 
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“Loans receivable 


“In the absence of a general ledger or other accounting control 
record, we found it impossible to readily ascertain the total amounts 
and classifications of loans outstanding.” 


~*~ * * * * * * 


“Property records 


“Central accounting records are not maintained in the department 
of finance for any types of insular government property. 

“The physical management of insular government property, for 
example, quantity control, utilization, and maintenance, is the respon- 
sibility of the individual departments. Our review of property manage- 
ment procedures at several departments revealed that serious defi- 
ciencies exist with respect to items of significant value. For example, 
equipment was unmarked, inventories had not been taken, and card 
records were not maintained for property on hand.” 

* * * * a * * 
“Budgetary accounts 


“A decentralized system of accounting for allotments at the depart- 
mental level has been established in the insular government. Each 
department is charged with the responsibility of maintaining its own 
allotment records and is required to report on the status thereof 
monthly to the department of finance for centralized accounting control 
purposes. The department of finance, however, did not maintain 
budgetary control accounts on the departments during the fiscal year 
or reconcile the expenditures recorded on monthly reports with the 
central cash records in the department of finance. 


“INTERNAL CONTROLS 


‘‘Weaknesses in internal controls in the insular government are very 
significant in nature and are widespread in applicability. This con- 
dition ensues from the almost complete absence of adequate accounta- 
bility records over assets. Such records become an essential part of 
and are a necessary prerequisite to the establishment of an appropriate 
system of internal control.” 


a * * * * * * 


“FINANCIAL REPORTING 


“The absence of satisfactory accounting records in the insular gov- 
ernment has made it impossible for either the department of finance 
or the government comptroller to prepare accurate, comprehensive, 
and timely statements on the financial condition of the government 
and results of operations for given periods.” 


* * * * *« * * 


‘BUDGETING 


“The insular government had no budget officer during the fiscal 
year 1956. Responsibilities normally assigned to a budget officer, 
such as programing, budget preparation, and allotment control, were 
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carried out by various other officials of the insular government on a 
part-time basis. 

“The organization and enforcement of appropriate budgetary 
procedures and controls have been further complicated by the com- 
plete breakdown in the insular government’s accounting records. 
For fiscal year 1956, and a number of years prior thereto, reliable 
accounting information has not been available to the legislature or 
to other insular government officials on the financial position of the 
insular government or the results of its fiscal operations for given 
periods. The total actual expenditures of the insular government by 
department for fiscal year 1956 have never been determined. There- 


fore, no comparison can be made of actual expenditures with budget 
allowances.” 
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ADDITIONAL VIEWS 


INTRODUCTION 


The undersigned feel that in evaluating the record of this investi- 
gation a little more consideration might have been given to the 
historical background of the problems of government in the Virgin 
Islands. 

The islands were acquired by the United States 41 years ago—in 
1917—and have had civilian governors only since the early thirties. 

The Organic Act of 1954 was enacted to correct inequities and de- 
ficiencies in laws pertaining to the government of the Virgin Islands. 
The problems the 1954 act was designed to remedy came to light over 
a 20-year period. After but 2 years of government under that act, 
basic changes in the act are now recommended. 

What the report indicates as deficiencies in the organic act may well 
be only the result of the flourish with which citizens new to self- 
government sometimes exercise their rights. 

Thus, the recommendations looking to changes in the act seem 
premature. While 2 years of operation may be long enough to reveal 
problems, it is hardly long enough to reveal which of them represent 
the difficulty of adjusting to increased self-government and which, if 
any of them, reflect a need for basic changes in the law. 

The matters of Territorial government are complex and varied. In 
the instant case they range from engineering to crop rotation, public 
administration to fire prevention, hydrology to tourism. The Organic 
Act of 1954 was not arrived at hurriedly. It was the result of years of 
research and investigation by the House Committee on Interior and 
Insular Affairs. 

In implementing the Revised Organic Act of the Virgin Islands, 
Public Law 517, 83d Congress, certain deficiencies have been brought 
to light. Many of these deficiencies, however, existed for years prior 
to enactment of Public Law 517. This is particularly true regarding 
fiscal matters. 

In his testimony before this subcommittee, the witness for the 
General Accounting Office stated: 


Our 1952 report pointed out that the deficiencies cited had 
at that time existed for many years and that corrective action 
even then was long overdue. 


The chairman of the subcommittee stated that the job of rectifying 


deficiencies of such long standing is a complicated one (transcript, 
p. 1082): 


The revised organic act is a new law, and that provides for 
a reorganization of all departments by the Governor. I 
think he has reorganized some of them and is in the process 
of reorganizing others. It is a big job, and you just can’t 
do it overnight. 
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I think under the present revised organic act the Governor 
has a right to reorganize any department of the Virgin 
Islands government, but he must also come to the legislature 
for the purpose of having funds to operate those various 
departments, and that is where they have had a lot of 
difficulty. 


In this he would seem to be substantiated by the chairman of the 
Special Subcommittee on Territorial and Insular Affairs of the House 
Committee on Interior and Insular Affairs, which conducted hearings 
in the islands last December. At the conclusion of the hearings, the 
chairman, Congressman O’Brien, of that committee, commented on 
December 7, 1956 (hearings before the Subcommittee on Territorial 
and Insular Affairs of the Committee on Interior and Insular Affairs, 
House of Representatives, 84th Cong., 2d sess., p. 337): 


I have come to the conclusion myself that perhaps 25 
percent of those problems can be settled legislatively either 
here or in Washington and that 75 percent might properly 
be labeled growing pains. 


The government comptroller 


The charge made that the government comptroller’s office had 
operated poorly is not entirely substantiated by the record. Indeed, 
the report itself carefully itemizes the many obstacles which hindered 
the work of the government comptroller. 

The testimony generally leaves the impression that the comptroller 
was doing a good job in the face of difficulties—not sufficient ade- 
quately trained personnel, lack of understanding of fiscal operations 
on the part of available employees, failure of department heads to 
cooperate in the implementation of the system, failure of the legis- 
lature itself to cooperate. 

It is somewhat surprising that the report includes reference to the 
“comment” caused by the absences of the government comptroller 
from the islands—absences that seem clearly justified in a detailed 
statement presented to the subcommittee. 

The recommendation is made that the functions of the government 
comptroller be transferred from the Department of the Interior to the 
General Accounting Office. The Comptroller General of the United 
States has stated that the duties of the government comptroller of the 
islands “should be carried out within the scope of the present responsi- 
bility of the Department of Interior” (letter of February 25, 1957, 
from Comptroller General Joseph Campbell to Subcommittee Chair- 
man Chudoff). 

It would seem that the adoption of the recommendation for the 
establishment of a “small resident office of the Comptroller General,” 
and of the further recommendation that— 


expenses of the resident office should be paid out of Federal 
appropriations to the Comptroller General, * * * limited to 
5 percent of the anticipated revenues of the government of 
the Virgin Islands, including matching funds, for the ensuing 
fiscal year 
might achieve a fantastic result. 
In fiscal 1956, the total amount of money available for the operation 
of the government of the Virgin Islands was $6,823,000. Had the 
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suggested formula been applied then, this “small resident office,” re- 
placing the government comptroller as provided by the Organic Act 
of 1954, would have available—and following the course of most 
agencies, undoubtedly would have spent—more than $341,000. 

This on the basis of the population figure used elsewhere in the 
report, 25,000, would mean that the “small office,” having the respon- 
sibility of protecting the taxpayer’s dollars, would be spending an 
average of $13.60 per man, woman, and child. 

It is difficult to believe that this “conclusion” is the result of careful 
thought and planning which should always be given to the fiscal 
affairs and the general welfare of the people of the islands. 


The government secretary 


For some 50 years, the office of “government secretary” had has a 
fixed place in the general legislation or organic acts of American-flag 
offshore areas. 

Today, in addition to the Virgin Islands, the following areas have 
“sovernment secretaries”’—Alaska, Hawaii, Guam, and American 
Samoa—all by virtue of Federal statutory enactments. 

It would seem that the recommendations in reference to the govern- 
ment secretary can lead only to confusion, since experience in dealing 
with our offshore areas long ago revealed that, while each area should 
be dealt with on an individual basis, Congress should be consistent 
in the broad framework, the statutory guidelines, within which the 
local area may go forward to maximum self-government. 

These recommendations appear to overlook completely this long- 
established congressional policy, and it is doubtful that the House and 
Senate would reverse such a well-established concept on the basis of a 
short period of observation by this subcommittee. 

In any case, no substitute for the function of an “assistant governor” 
or “lieutenant governor,” who can act in the absence of the chief 
executive of the Virgin Islands, is offered. 


Charges against the former commissioner of public works 


We think an unfair attack is made on the Director of the Office of 
Territories of the Department of Interior, Mr. Anthony Lausi, when 
it is stated that he had made “charges” against the former commis- 
sioner of public works, Mr. Rudolph Galiber. 

The record shows that Mr. Lausi merely expressed his opinion in 
response to questioning as to the possible reasons Governor Gordon 
had for dismissing the commissioner of public works. 

This opinion was substantiated by the testimony of Governor 
Gordon before the subcommittee on May 1. At that time, the 
Governor confirmed that it was a question of Mr. Galiber’s judgment 
and competence in the very matters cited by Mr. Lausi which had 
led to the dismissal. 

The fact that some of these questions were never satisfactorily 
resolved, either in the testimony or in the report, would seem to vindi- 
cate the Governor’s action in this matter. 

The report states: 


The committee is bound to note that it is disturbed by mis- 
takes in statements of fact made to it by the Governor of the 
Virgin Islands and the Director of the Office of Territories, 
Department of Interior. 
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But it is significant that the report neglects to document these so- 
called misstatements. 

Throughout the discussion of the water emergency, the report seems 
unduly concerned with exonerating the former commissioner of public 
works from any fault while placing full blame upon the Governor. 
Water shortage on St. Thomas 

The water problem in the Virgin Islands is a vexing one and not 
easily solved. 

As a result of the growth of the population and tourism, the use of 
water in the Virgin Islands has increased greatly and has resulted in 
heavier demands upon the water system. 

Steps have been taken to provide temporary relief while a permanent 
solution to this perennial problem is worked out. 

Such efforts are not fairly described as “characterized by delay, 
indecision, and waste”’ (report, p. 4). The extent to which it is deter- 
mined that mistakes were made in this matter indicates that calm and 
reasoned hindsight, when all the facts have been revealed, is more 
accurate than foresight projected into an unknown future in moments 
of stress. 

The Department of the Interior and the government of the Virgin 
Islands have been considering for some time the steps required to 
assure St. Thomas an adequate supply of fresh water. 

An engineering firm was engaged to survey the water needs of the 
island aud to make recommendations on the best measures to provide 
a constant supply of fresh water. 

Early in 1956, the engineers submitted a report recommending the 
construction on St. Thomas of a distillation plant which could supply 
200,000 gallons of fresh water per day. The report also emphasized 
that any solutions depending on rainfall for an expanded water supply 
were not recommended. 

Although the Interior Department was inclined to accept the recom- 
mendation favoring a water-distillation plant, the cost of producing 
water by this means was at that time considered prohibitive. Also, 
before proceeding with the installation of a sea-water desalting plant, 
it was felt that a thorough economic analysis of costs, of the islands’ 
ability to pay for the water, and of the financing of the facilities, 
was needed. 

The reported estimated cost for producing wster from a water- 
distillation plant ranged from $4.28 to $8.72 per 1,000 gallons— 
several times more than the price at which the government of the 
Virgin Islands was providing water to consumers at the time. It 
obviously would have been uneconomical to provide distilled water 
on the basis of these costs. 

The contention that the Department of the Interior and the 
Governor of the Virgin Islands gave inadequate consideration to 
eee storage would appear to be somewhat at odds with the 
acts. 

In an effort to solve the water problem of the islands, a number of 
studies have been made. One of these studies, Report on Water 
Supply and Sanitary Facilities for Charlotte Amalie, St. Thomas, 
Virgin Islands, was made for the Federal Works Agency in January, 
1945, by the firm of Malcolm Pirnie. This study considered providing 
weter for Charlotte Amalie by impounding the flow of Turpentine 





==~ee* 


72 OPERATIONS OF THE VIRGIN ISLANDS 


Run, which has the largest drainage area on St. Thomas. However, 
it was concluded that, at a total given cost, in the driest years the 
supply obtainable by impounding would be smaller than that obtain- 
able from rainfall catchments. 

In 1951, Mr. C. L. McGuinness of the Geological Survey, Depart- 
ment of the Interior, in a memorandum on Hydrologic Studies Needed 
in the Virgin Islands, stated with regard to the storage of surface 
water: 

There is still considerable interest in Turpentine Run as 
a potential source of an impounded supply of surface water. 
The writer believes that the report of Malcolm Pirnie is con- 
clusive in that regard. The small runoff in dry years, the 
high rate of evaporation to be expected (roughly 6 feet per 
year), and the high-silt content of the water are factors un- 
favorable to the development of surface-water supplies any- 
where in the Virgin Islands. 


Even the former commissioner of public works, Mr. Galiber, removed 
from office by Governor Gordon, was originally against building a dam 
at Turpentine Run. On January 10, 1957, 2 months before he ap- 
peared before the subcommittee, and at that time still commissioner of 
public works, Mr. Galiber forwarded a letter (hearings, p. 1607) to the 
Governor stating an impounding reservoir at Turpentine Run was not 
being considered because of the cost of construction, which he placed 
at $5 million. 

It is, then, somewhat startling to note that no later than March 
1957—just 2 months later—Mr. Galiber appeared before the subcom- 
mittee and blandly stated that not only did he now recommend the 
construction of a dam at Turpentine Run, but he estimated that the 
overall cost of such a dam and distribution system would be only 
$665,000. 

The report lays heavy stress on the activation and deactivation of 
the Navy barge at a cost of $40,000. While the expense of halting this 
work was considerably more than expected and while the judgment 
involved may be subject to question, at the time the decision was 
made it was felt that there was justification for halting work on the 
barge. The Virgin Islands would have had no equity in the barge and 
the Navy could have recalled it on 60 days’ notice. In consideration 
of these factors, as well as of the cost of upkeep of the Navy barge, 
notice to stop work was given. 

As a temporary measure, a tug and barge were then purchased for 
$132,000, a figure which was never shown to be anything but a fair 
market price. Since the tug was secondhand and the barge was 
bought for its value as scrap, some repairs were necessary. 

However, the government of the Virgin Islands now has full owner- 
ship and control over the tug and barge, an equity which can be liqui- 
dated when the equipment is no longer needed, and equipment which 
can be operated efficiently by only a six-man crew. 

During the 1956-57 tourist season, there was for a time a shortage 
of fresh water. Primarily the result of a lack of rainfall during what 
aro ordinarily the wet months of the year in the Virgin Islands, the 
shortage was alleviated only when water was brought into St. Thomas 
by barge from Puerto Rico. 
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There is no denying that the tug and bargo were instrumental in 
preventing the water shortage from becoming critical. 
Meanwhile, the Department of the Interior continues to study other 
means of providing fresh water to the islands as a supplement to their 
resent and future fresh-water systems. Ground-water tests on St. 
Thomes are being conducted by the Geological Survey in cooperation 
with the government of the Virgin Islands. 


Virgin Islands Corporation 


The report takes out of context the position of the General Account- 
ing Office with respect to placing fire insurance on Government 
property. The report states that “the General Accounting Office has 
ruled that the Corporation (Virgin Islands) may carry insurance, if, as 
a matter of policy, it decides to do so.” 

Actually the testimony at the hearings on March 6, 1957, reads as 
follows (transcript p. 1281): 


The matter of insurance coverage on Corporation build- 
ings, which had been brought up at the meeting last June, 
was discussed, Mr. Edwards stating that the GAO reports 
that two other Government-owned corporations, with prob- 
lems similar to VICORP’s, do not carry insurance on any 
of their plants. GAO indicated there was no apparent need 
for now carrying insurance but stated that this was a matter 
of policy for the Board to decide. 


In connection with the fire at the sugar plant, a minor point should 
be clarified. The report states that— 


It is further evident from the admitted testimony that the 
tapes of the watchmen’s timeclock were not being checked as 
to the time of punches. 


Actually, Dr. Bartlett testified on March 6, 1957 (transcript p. 
1258), that the tapes were checked daily. 


CONCLUSION 


The report seems to have overlooked the long history of evolving 
legislation for the American-flag offshore areas, and apparently fails to 
consider the relative position of the Virgin Islands as one of those 
several offshore areas. 

Some of the recommendations may, in effect, be steps backward and 
may result in a lesser degree of self-government in the islands. 

Such recommendations would seem to indicate a lack of confidence 
in the capacity and willingness of the local people to correct their 
initial errors under their brandnew revised organic act. 

It must be remembered that that act reflects the considered judg- 
ment of legislative committees whose members for many, many years 
have been exposed to some of the delicate nuances of local offshore 
area self-government. 

It would seem that not sufficient time has elapsed to permit a proper 
evaluation of the operation of the Organic Act of 1954; and it is thero- 
fore urged that any implementation of the recommendations in the 
report be undertaken cautiously. 
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It is also most respectfully recommended that this report be trans- 
mitted to the House Committee on Interior and Insular Affairs, from 
which the Organic Act of 1954 was reported, for its particular con- 
sideration. 

Cuare E. Horrman, 
Vicror A. Knox, 
CuarLes B. Brownson, 
H. ALuLen Smita, 
Members of Subcommittee on Public Works and Resources, 


We concur in the foregoing additional views. 


R. Water Rien LMAN, 
Crecit M. Harpen. 
GroRGE MEADER. 
CLARENCE J. Brown. 
GLENARD P. Lipscoms. 
Wituiam E. MINsHALL. 
Epwin H. May, Jr. 
Rosert H. MicuHeEt. 
Fiorence P. Dwyer. 
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Mr. Dawson, from the Committee on Government Operations, 
submitted the following 


TENTH REPORT 


On July 31, 1957, the Committee on Government Operations had 
before it for consideration a report from its Military Operations Sub- 
committee entitled, “Military Tank Procurement.” 

After full consideration of the report as submitted by the subcom- 
mittee, upon motion made and seconded, the report was approved and 
adopted as the report of the full committee. The chairman was 
directed to transmit a copy to the Speaker of the House. 


BASIS OF INQUIRY 


This report is based on an investigation and hearings by the Military 
Operations Subcommittee concerning Army procurement of heavy 
tanks (also referred to in Army terminology, as heavy-gun tanks). 

The Army expended large sums of money over a period of some 8 
or 9 years for the design, development and production of a 60-ton 
tank (actually 62% tons with its combat equipment) originally desig- 
nated the T-43. This is the heaviest tank ever produced in quantity 
in the United States. 

In December 1955 the subcommittee received information that a 
sizable number of these tanks had been standing idle in open storage 
over a long period of time at the Newark, Del., plant of the manufac- 
turer, the Chrysler Corp. The tanks were reported to be unsuitable 
for military use. 

On December 28, 1955, staff members visited the Chrysler Corp.’s 
tank division at Newark, Del. and the offices of the Army Ordnance 
District in Philadelphia, which supervised the Chrysler tank contracts. 

In early January 1956, the staff conferred with representatives of 
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the Ordnance Tank Automotive Command (OTAC) at Detroit, 
Mich., to obtain. information on. the histofy, requirements, engineer. 
ing roblems, deficiencies, and official status of the tanks. 

e subcommittee workload made it impossible to schedule a hear- 
ing on this matter until March 1957. In the meantime the Army 
aware of the subcommittee’s interest, began to take action toward 
correcting deficiencies in the tanks. The pertinent developments are 
presented in this report. 


HEARINGS HELD 


Public and executive hearings were held on March 22, 1957. The 
following military representatives testified: 


Hon. Frank H. Higgins, Assistant Secretary of the Army for 
Logistics 

Lt. Gen. Carter Magruder, Deputy Chief of Staff for Logistics, 
Department of the Army 

Lt. Gen. Bruce C. Clarke, commanding officer, United States 
Seventh Army 

Maj. Gen. Henry R. Westphalinger, Office of the Deputy Chief 
of Staff for Logistics, Department of the Army 

Maj. Gen. F. M. McAlister, Assistant Chief of Staff, G4, 
United States Marine Corps 

Maj. Gen. L. C. Doan, armored officer, Headquarters, Conti- 
nental Army Command 

Brig. Gen. Jean E. Engler, Chief, Industrial Division, Officer of 
the Chief of Ordnance, Department of the Army 

Col. M. E. Townes, Assistant Chief of Transportation, Office of 
the Chief of Transportation, Department of the Army 

Joseph Hayes, chief engineer, Ordnance Tank Automotive 
Command 

At the outset of the hearings the chairman stated: 


This area of investigation, like so many others under- 
taken by the subcommittee, is highly technical and compli- 
cated, and involves classified data which cannot be brought 
out in public hearings. 

The subcommittee believes, however, that an airing of 
this matter, to the extent that security requirements permit, 
will be helpful to the military services concerned. And cer- 
tainly the public has a right to know how well its dollars are 
being spent for the national security. It is part of the job of 
this subcommittee to help bring that knowledge to the public. 


This is the first time, so far as the subcommittee is aware, that the 
T-43 heavy tank program has been the subject of public hearings. 
Only cursory mention is made and details are omitted in the pub- 
lished hearings of the Appropriations Committees. 

Although public criticism of past mistakes is sometimes called the 
“wisdom of hindsight,’ the subcommittee invariably finds that the 
effect on future procurement action is a healthy one. In the investi- 

ation and report of the Navy procurement of Demon fighter planes,’ 
or example, important areas of procurement policy and procedure 


1 Navy Jet Aircraft Procurement Program, 10th Intermediate Report of the Committee on Government 
Operations, 84th Cong., 2d sess., H. Rept. No. 1891. 
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were examined, and both the Navy and the General Accounting Office 
made a constructive response to the subcommittee’s recommendations. 


COMPARISON WITH DEMON FIGHTER PROCUREMENT 


We refer to the Navy Demon fighter procurement, by way of prior 
example, because it had elements of striking similarity with the pro- 
curement of heavy tanks. 

(1) In both cases, huge sums of money (exceeding $150 million 
each) were spent for military vehicles which turned out to be 
unacceptable to the user agencies without further expensive 
modification. 

(2) In both cases, the procurement period, from initial planning 
and design, to final production and modification, extended over 
the greater part of a decade. 

(3) In both cases, the Korean emergency was cited to justify 
rush orders for production before final engineering development, 
with resultant defects which made the vehicles unserviceable. 

(4) In both cases, the Government furnished important com- 
ponents (engines for the aircraft, fire cor trol equipment for the 
tanks) which accounted for a share of the deficiencies. 

(5) In both cases, the vehicles were accepted as conforming to 
Government specifications and contract requirements, despite 
their unsatisfactory performance. 

(6) In both cases, large contractors were involved, and they 
were relieved of any penalties for failure to perform. 

(7) In both cases, the procuring services asserted that the ve- 
hicles, however defective, would have been thrown into Korean 
combat if the occasion had demanded, but the occasion never 
arose. 

(8) In both cases, the procuring services experienced a period 
of indecision and delay as to the ultimate disposition of the 
defective vehicles. 


HEAVY TANK DOCTRINE 


The T-43 tank, weighing 60 or more tons and mounting a 120- 
millimeter gun, is called a heavy tank or a heavy-gun tank. ‘The term 
“heavy” is relative, depending on the chronological stage of develop- 
ment and the availability of tanks of different types. 

In World War I the United States, collaborating with Britain and 
France, built 2 heavy tank models weighing 40 and 44 tons. Durin 
the 1920’s, any vehicle weighing more than 25 tons was considere 
a heavy tank. Today tanks up to 50 tons fall in the medium class. 

Emphasis on light weight for speed and maneuverability has been 
a dominant theme and a matter of controversy in American tank 
doctrine. A brief historical review of this development, based on 
published official sources, is presented in an annex to this report. 

During World War II this doctrinal controversy was reflected in 
the disagreement between the Army Ground Forces (AGF) and the 
Ordnance Corps as to the design of tanks. The AGF wanted a fast, 
maneuverable, medium-weight tank with a high velocity gun which 
could stand up over long distances and use bridges of relatively low 
capacity. The Ordnance Corps believed that a heavier tank with 
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rer firepower was needed to counter the heavier-gunned German 
tanks. 

The medium Sherman tank, in the 30-ton class, fought through 
most of World War II. By 1944 the need for a heavy tank was 
recognized and the ‘Pershing tank was produced, weighing some 45 
tons. It did not get into action until the closing months of the war. 

With the experience of World War IT in mind, the War Department 
Equipment Board in 1946 expressed, among other requirements— 


the need for a heavy gun tank, capable of heavy assault action 
and breakthrough, and capable of destroying any armored 
weapons that the enemy might place on the battlefield.? 


Several heavy tank models were designed, one weighing as much as 
72% tons and designated the T-34. In September 1948, personnel 
of the Ordnance Corps and Headquarters, Army Field Forces (now 
Continental Army Command), met to discuss the military character- 
istics covering a new heavy gun tank, and an ordnance development 
project was then initiated. 


DEVELOPMENT OF THE T-43 


The purpose of the project, as outlined and approved by the 
Ordnance Technical Committee in December 1948 was as follows: 
To provide a heavy tank armed with a 120-millimeter gun and having 
decreased weight, increased maneuverability, and greater flexibility 
and accessibility of all components over that of the then developed 
tank, the T-34. The weight of the proposed new tank (T-43) was 
established at 116,000 pounds (58 tons). 

Research and development funds were made available for designs 
and fabrication of a wooden mockup. In May 1949 the Army General 
Staff approved the project, and fiscal year 1949 funds were made 
available for the procurement of service test models. After inspec- 
tion of the mockup, a number of changes in military characteristics 
were agreed upon. Further revisions were made from time to time. 

In the months preceding the Korean conflict, there did not appear 
to be any great urgency for production of heavy tanks. In. answer 
to a direct question from a member of the Senate Appropriations 
Committee in March 1950 whether the Army contemplated con- 
struction of heavy tanks comparable to those the Russians were 
believed to have, Secretary of Defense Louis Johnson replied: * 


No sir; because the Army has not yet determined the type 
of heavy tanks, if heavy tanks it wants, to be constructed. 
General Collins will be here later and can testify as to that 
program. 

At another point Secretary Johnson said: * 

* * * T can answer generally that heavy tanks are of less 

concern to us. Other people have them. It will take very 


little of our funds (probably none for the large tanks, and only 
to keep up to date on the middle-size tanks). 


? Military Tank Procurement, hearing before a subcommittee of the Committee on Government Opers- 
tions, 85th Cong., Ist sess., March 22, 1957 (hereinafter cited as hearings), p. 8. 

3 Department of Defense Appropriations for 1951, hearings before a subcommittee of the Senate Com 
mittec on Appropriations, 8ist Cong., 2d sess., March 1950, p. 4. 

4 Ibid., p. 848. 
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At the same hearing, Gen. J. Lawton Collins, Army Chief of Staff, 
stated that the United States had approximately 6,000 combat 
worthy tanks of light and medium varieties in contrast to 40,000 
medium and heavy tanks of all types amassed by the ‘‘police states.” 
He said that except for prototypes, the Army had not purchased a 
single new tank since the end of World War II. The role of the 
heavy tank was explained by General Collins in these words: 5 


* * * To round out our concept of a family of tanks, we 
have designs for a heavy tank. However we are not going 
to build any heavy tanks until we are sure that we cannot 
knock out the heaviest of heavies with the improved guns 
and ammunition of our new light and medium tanks. We 
are not going to spend money on heavy tanks simply because 
the “other fellow” has them. 


KOREAN EMERGENCY REQUIREMENTS 


The Army changed its tune somewhat after the Korean war started 
The Chief of ny Field Forces recommended in 8 memorandum of 
July 12, 1950, to the Deputy Chief of Staff for Logistics that the tank 
development and procurement program be placed on a crash basis 
at once. This recommendation was approved the same month. The 
Ordnance Corps was requested to expedite development and manu- 
facture of the prototype models of the T-43. 

Spurring the Army effort was a classified report prepared in August 
1950 by a House Armed Services subcommittee under the chairman- 
ship of the Honorable Philip J. Philbin, expressing concern over the lack 
of heavy tanks. The Philbin subcommittee understood that Soviet 
Russia had 5,500 Joseph Stalin III tanks, that a still heavier tank, 
Joseph Stalin IV, was being developed, and that these Russian tanks 
undoubtedly were superior to ours in armor and firepower. It recom- 
mended that Congress make funds immediately available for pre- 
liminary tooling of the T—43 heavy tank and for establishing a produc- 
x line and the production of an initial increment of at least 300 

—43’s. 

Fearing a possible encounter with Russian heavy tanks in Korea, 
Army witnesses stated, ‘‘the highest priority” was given to the tank 
program. Development and production were telescoped. Design 
activity at the Detroit Plone was augmented by contracting with 
the Chrysler Corp. for engineering services. In December 1950, 6 
months after the Korean war started, the tooling of a production line 
was authorized. 

The priority purpose of this telescoped development and produc- 
tion, as explained to the subcommittee by Maj. Gen. Henry R. 
Westphalinger, was— 


to complete tanks for troop tests and to permit a decision 
as to further production of these tanks at the earliest 
possible date.’ 


Six test vehicles were produced, of which one was ordered by the 
Marine Corps. The first 2 test vehicles were built by the Detroit 
Arsenal, the remaining 4 by the Chrysler Corp. The latter vehicles 

«Portions of this report were quoted by Army witnesses. The subcommittee owas unable to obtain a 


7" the complete report either from the Army or the Armed Services Commi 
earings, p. 9. 
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contained design changes and improvements over the earlier two. 
These changes led to the redesignation of the T-43 as the T-43-E1, 
All production vehicles carried the T-43-E1 designation. 

The pace of the Korean war outran the Army’s production expec- 
tations in heavy tanks. The first engineering and service test vehi- 
cle, built by the Detroit Arsenal, was not delivered to the Aberdeen 
Proving Ground for test purposes until June 1951. Production for 
the Army never went beyond troop test quantities. The first pro- 
duction tank did not roll off the Chrysler line until December 1952, 
when truce negotiations in Korea were well under way. Final pro- 
duction of quantities ordered was completed in June 1954, a year 
after the Korean armistice agreement was signed. Numerous defi- 
ciencies confined the tanks to storage at the manufacturer’s plant. 
No heavy tanks were sent to Korea, and apparently none was needed.® 


TANK PRODUCTION CONTRACTS 


Engineering, production, and other work performed by the Chrysler 
Corp. on the T-43 tank program was ordered by the Ordnance Corps 
in a series of at least 10 contracts starting in December 1950. These 
included acquisition of facilities, engineering services, production, 
modification and maintenance, and layaway of facilities. They 
cover the production jointly of the T-43 heavy tank and the M-48 
medium tank (50 tons). 

The basic production contract with the Chrysler Corp. (contract 
No. DA-20-089-ORD-8406) was issued originally on December 8, 
1950, in the form of a letter order for supplies and accepted by the 
contractor under date of December 22, 1950. The letter order was 
amended by five supplemental agreements and then embodied in a 
definitive contract in supplemental agreement No. 6, dated July 26, 
1951. 

The contract, as formalized, contained four titles dealing respec- 
tively with facilities, engineering, supplies, and general provisions. 

Subsequently the facilities portion (title 1) was embodied in 8 
separate contract (DA 36-034-ORD-740), the engineering portion 
(title IIT) was continued in another contract (DA-36—034—OR D-1223) 
and still other separate contracts were made. Each major contract 
was the subject of numerous amendments, extending over a period of 
years. The basic production contract itself was amended 112 times 
at the last count in June 1957. However, the basic contract, as 
embodied in Supplemental Agreement No. 6, sets forth the pertinent 
provisions governing the contractor’s obligations for production of 
medium and heavy tanks. 

The first title required the contractor “within the shortest prac- 
ticable time’’ to acquire or manufacture for the Government’s account 
such machinery, equipment and facilities as he (the contractor) con- 
sidered “reasonably necessary” to produce M-47 (later changed to 
M-48) tanks with 90-millimeter guns and T-43 tanks with 120- 
millimeter guns, each at the rate of 150 tanks per month, plus required 
concurrent spare parts. For the cost of such machinery, equipment 


§ Gen, James A. Van Fleet, former commander of the U. 8. Eighth Army, stated to a Senate committee 
that the supply of tanks in Korea was adequate in every respect (Committee on Armed Services, U. 8. 
Senate hearings on ammunition supplies in the Far East, 83d Cong., Ist sess., March 1953, p. 46). The Hon. 
Frank Pace, former Secretary of the Army, said that “tanks did not prove to be a major factor in the (Ko- 
rean) war’. (Committee on Armed Services, U. S, Senate, hearings on ammunition shortages in the armed 
services, 83d Cong., Ist sess., April 1953, p. 189.) 
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and facilities the contractor was to be reimbursed in full. Total cost 
of these facilities was estimated to be $88,885,000. 

Under title II the coritractor was to furnish the necessary labor, 
material and services to engineer, design, modify and test the M-48 
and T-43 tanks and perform miscellaneous items of work in connection 
therewith. The contractor undertook to engineer and design the 
tanks ‘“‘in general conformity with the desires of the Government” 
and to use his “‘best efforts,” which were to be considered as fulfilling 
his obligations under this title even if deviations were made from 
Government-furnished specifications. Exact performance, specifica- 
tions, and other characteristics were “understood” to be incomplete. 
For such engineering services the Government obligated itself to pay 
$7,426,000, subject to redetermination upward or downward. 

Under title III the contractor undertook to deliver the designated 
number (classified) of medium and heavy tanks, concurrent spare 
parts, and technical and maintenance manuals, at fixed prices aggre- 
gating $223 million, and subject to price redetermination upward or 
downward. 

No performance specifications for the tanks, as distinguished from 
design and material specifications, were stipulated. ‘The contractor 
warranted only that the supplies would be produced in accordance 
with Government specifications, and it was expressly stated that— 


the contractor assumes no responsibility for performance of 
the said supplies, or otherwise, except for workmanship and 
materials supplied by it, and that the said supplies conform 
to detail designs and to specifications furnished by the Gov- 
ernment * * *, 


Delivery dates for both M-48 and T-43 tanks were specified by 
months, commencing in January 1952 and ending in July 1952. How- 
ever, the contract stated that these delivery dates were estimates 
only— 


and the contractor makes no guaranty or warranty therefor. 
The contractor promised only to— 


at all times act diligently and assert its best efforts to strive 
to perform the work in accordance with the delivery sched- 
uled above. 

COSTS OF TANK PROCUREMENT 


The Government outlays for facilities, engineering, and production 
of both the M-48 and T-43 tanks under the basic contracts as of 
July 26, 1951, were approximately $320 million. As additional tanks 
and spare parts were ordered and prices adjusted or negotiated in 
numerous supplemental agreements, addendums, and change orders, 
the aggregate outlays multiplied. Thus Supplemental Agreement 
No. 112, dated June 12, 1957, recorded a face value contract amount 
of approximately $889 million. 

Adding the Government outlays under other contracts for modifi- 
cation and maintenance, additional engineering services, layaway 
costs, parts and assemblies, inspection and gages, publications and 
others, the combined procurement program for M-48 and T-43 
tanks exceeds $1 billion. 
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Since the medium and heavy tanks were procured under the same 
contracts and produced in the same facilities, costs of the T-43 heavy 
tanks cannot be easily segregated. 

The Army submitted an estimate of $107 million for the production 
costs of the T-43. Not included in this estimate were expenditures 
under contracts not considered directly applicable to T-43 production 
costs but applicable in part to the overall T-43 program. Thus the 
facilities contract, originally estimated at $88,885,000, actually cost 
approximately $58 million. Both T-43 and M-48 tanks were pro- 
duced in these facilities and the Army maintained it was unable to 
segregate the costs, although Brig. Gen. Jean E. Engler stated that 
$50 million of the facilities cost was allocated to the T-43.° Other 
contracts not segregable between the T-43 and M-48 amounted to 
approximately $11,500,000. 

In terms of funds allocated by the Army and Marine Corps, the 
total cost of the T-43 heavy tank program exceeds $186 million.” 


T—43 TANK DEFICIENCIES 


From the very start, the T-43 tank program was plagued with 
engineering and production problems. The M-48 medium tank pro- 
gram also encountered difficulties, but the deficiencies apparently 
were less serious and more easily corrected. 

The original T—43 design, as work progressed, soon showed the 
need for considerable revision in detailed arrangement and design of 
components. This redesign was accomplished on later pilot vehicles 
and placed in production, at which point the tanks were designated 
T-43-E1. Testing of pilot and early production vehicles revealed 
numerous deficiencies which led to engineering changes. These 
changes were incorporated in production wherever possible. 

The first production T-43-E1 tank was completed in December 
1952; test of first production models and T-43-E1 pilots started in 
early 1953. 

A design coordinating committee composed of representatives of 
the Continental Army Command (CONARC), Ordnance, staff agen- 
cies, and the contractor (Chrysler) was formed in 1952 to facilitate 
and expedite coordination of design, testing results, and deficiency 
correction. Meetings were held at an average of every 4 months over 
the next 2 years. This committee determined, on the basis of tests 
of early production vehicles, that 68 modifications were necessary to 
make the tanks suitable for troop tests. 

Although procurement of kits to accomplish these modifications 
was initiated, the kits were not installed. As many as possible of the 
proposed modifications were incorporated in five late production 
tanks and these were retested by both Ordnance and CONARC. 
Automotive performance was satisfactory, but defects remained in 
the gun and turret control system, which also failed to meet certain 
performance and durability requirements set up by CONARC. 

Based on the tests of the 5 late-modified tanks, a new list of 114 
modifications was developed. Ordnance believed that these would 
overcome the operational difficulties and make the tank acceptable 
for issue with slightly reduced performance of turret and fire control 
components over that desired by CONARC. 


* Hearings, pp. 42, 47. 
4 Hearings, p. 46. 
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In the meantime production of the T-43-E1 tanks on order had 
been completed by June 1954. These tanks, from the time the first 
production tank was completed in December 1952, remained in open 
storage at the Chrysler plant awaiting decisions on modifications. 

As late as July 1955 the Ordnance Corps was advised that the 
T-43-E1 tanks, even with the proposed 114 modifications, would not 
be acceptable to either CONARC or the Marine Corps, which had 
placed orders with the Army for a number of these tanks. 

While conferences were being held to discuss T-43-E1 deficiencies 
and corrections, a separate improvement project was initiated by 
Ordnance in April 1954, anticipating that CONARC never would be 
satisfied with the T-43-E1. This project was designated T-43—E2. 
Two tanks were redesigned to provide improved turret arrangement 
and correction of the fire control and turret control deficiencies 
experienced in the T-43-E1. 

A staff study prepared in August 1955 under the direction of the 
Deputy Chief of Staff for Logistics developed the recommendation 
that the T-43-E1 tanks should be held in storage until testing of the 
T-43-E2 was finished. The first E2 was completed in February 1956, 
and tests were still under way at the time of the subcommittee hear- 
ing in March 1957. 

CONARC and the Marine Corps both took the position that the 
E2 should be tested before any decision was made on modification of 
the E1’s. While the Marine Corps refused to accept any E1’s, modi- 
fied or not, CONARC was later overruled. 


ARMY MODIFICATION PROGRAMS 


In November 1955 the Materiel Requirements Review Panel re- 
viewed the T-43-E1 tank situation and recommended that the Army 
portion of these tanks be modified to incorporate the 114, or fewer if 
possible, modifications and be made standard. (After further dis- 
cussion the number of proposed modifications was reduced to 98.) 
The Vice Chief of Staff approved these recommendations in Febru- 
ary 1956 and instructed Ordnance to carry them out. 

CONARC, as the user agency for Army tanks demurred to classi- 
fying the tanks as standard, recommending that they be confined to 
“limited standard.” It went along with the proposed modifications 
but said that there was no foreseeable requirement in CONARC for 
T-43-E1’s beyond those already purchased. 

The Transportation Corps joined with CONARC in the demand 
for “limited standard” classification. It repeated its earlier objec- 
tions to the T-43 heavy tank as exceeding the 50-ton weight limitation 
on vehicles set by Army policy. The Transportation Corps saw 
difficult problems of transportation posed by the heavy tank. 

The difference between “standard” and “limited standard” was 
described by the Army as follows: " 


A classification of “standard” means an item of equipment 
is approved for use by all troops on a continuing basis and 
authorizes the necessary procurement in support of require- 
ments. The classification of ‘limited standard” means that 
the item is approved for troop use, but that further procure- 
ment of the item cannot be made until classified as standard. 

4 Hearings, p. 31. 
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Against CONARC’s objections, the Army insisted on classifying 
the T-43-El (with 98 modifications) as standard (M-103), while at 
the same time it agreed to withhold further procurement pending 
troop tests—the very condition imposed by limited standard. As 
the Army explained it: " 


Early in the program the Army determined that initial re- 
quirements for the M—103 tank would be limited to the quan- 
tity necessary for a limited troop test. Additional procure- 
ment of this item was not contemplated until the final result 
of the troop test has been analyzed and a decision made as 
to the troop units ultimately to be equipped with the M-103 
tank. With this understanding standardization action 
classified the M-103 tank as standard, but with the limita- 
tion that no procurement would be initiated pending evalua- 
tion of the troop test on these vehicles. CONARC subse- 
quently concurred in this action. 


As for the objections of the Transportation Corps relating to 
surface transportability of the tanks, General Westphalinger con- 
tended that these could be overcome— 


by the simple device of taking the tracks off the tank and 
shipping the tanks and tracks on the same flatcar." 


After the decision to standardize the T-43-E1 as the M-103, a 
contract was negotiated with Chrysler Corp. for the modification of 
the Army portion of the tanks, incorporating 98 modifications (155 
modification kits). 

Chrysler had outlined to OTAC in January 1956 a proposed modi- 
fication program and stressed the importance of prompt authorization 
so that the experienced personnel and organization for this work 
could be kept in being. The Chief of Ordnance, directing OTAC in 
March 1956 to execute the modification contract, took heed of Chrys- 
ler’s urging. 

The modification program for Army vehicles was completed in 
April 1957. Army witnesses stated that these vehicles were bein 
shipped to Fort Hood, Tex., for troop testing by the Fourth Armore 
Division. If proven serviceable, the tanks will go with the Fourth 
Armored to Germany in the fall of this year.” 

Lt. Gen. Bruce C. Clarke, commanding officer of the United States 
Seventh Army, stated to the subcommittee that he had been interested 
in using these tanks in Germany and had put in a request for them in 
September 1956. He acknowledged, however, that he was not 
familiar with the interior of the tank or the details of the proposed 
modification program.” 


MARINE CORPS TANK PROCUREMENT 


Since the Marine Corps refused to accept the T-43-E1 tanks on 
order with the Army, the Marine Corps participation in the heavy 
tank program will be briefly reviewed. 

The Marine Corps follows the Army doctrine for employment of 
heavy gun tanks as part of the infantry-armor team. (Not having 
armored divisions, the Marines do not usually employ their heavy- 

1 Hearings, p. 31. 


18 Hearings, p. 21. 
1% Hearings, pp. 17, 19, 21. 
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n tanks in support of other tank units). In present-day Marine 
ivisions, heavy equipment which cannot be airlifted has been taken 
away from the divisions and put under force control. When the air- 
lifted troops are committed to action and find a need for the heavy 
equipment, it is brought in by sea. 

Thus, modernization of the Marine division to achieve mobility 
has not done away with the need for the heavy-gun tank. The 
Marines have the function of seizing and holding land needed in con- 
nection with naval campaigns.“ This often requires heavy assault 
action over the beaches, with heavy-gun tanks to deal with enemy 
armor and strong points. 

Maj. Gen. Francis M. McAlister, testifying for the Marine Corps, 
stated that the corps had been following the Army development of 
the T-43 heavy tank since its inception. When the Korean war be- 

an, fleet Marine forces were equipped with World War II type tanks. 

y late 1951 marines to Korea were furnished the M-46 medium 
tank— 


known to be undergunned in comparison with the Joseph 
Stalin Ill heavy tank, which the enemy might employ 
against us. 


Seeking a heavier-gun tank to cope with the enemy threat in case 
the war expanded, the Marine Corps issued purchase requests to 


the Army for the procurement of T—43 tanks at a total cost of $63.5 
million. 


The quantity ordered was required to provide for initial 
issue and mobilization reserve stocks for units which the 
Marine Corps would subsequently activate.’ 

In 1954 a production vehicle was delivered to the Marine Corps for 
evaluation of amphibious characteristics and storage adaptability on’ 
ships and landing craft, but the tank was not otherwise tested for 

erformance. The Marine Corps maintains no. separate testing 
acilities. Analyzing Army test agency reports of the T-43-E1 in 
mid-1955, the Marine Corps decided that the tank “was not acceptable 
for Marine Corps use due to serious deficiencies.” ® 

Noting that the Army had initiated the design \of|.a T-43-E2 
version to correct the major deficiencies in the T-43-E1, the Marine 
Corps decided to wait until the T-43-E2 engineering and service 
tests were concluded before determining what modifications in the 
tank were required. This decision (in July 1955), General McAllister 
stated, was based on 3 determinations: ** 


(a) The T-43-E1-was considered unsuitable for combat 
use. 

(b) The tanks represented full Marine Corps mobilization 
requirements and thus were required to represent the ulti- 
mate in this type of tank. 

(c) The difference in total modification cost between the 
T-43-E1 and T-43-E2 versions was relatively small; that 
is, $5.6 million for T-43-E1, as against $8.75 million for 
T-43-E2. 

4 Department of Defense directive No. 5100.1, Mar. 16, 1954, 


Hearings, p. 11. 
“ Hearings, p. 12. 
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In the course of the hearing, higher estimates were given for modi- 
fication of the Marine Corps portion of the tanks. Tentative cost 
figures were $10.2 million to bring the T-43-E1’s up to M-103 stand- 
ard, and $18.4 million to convert the T-43-E1’s to T-43-E2’s. There 
appeared to be some differences between the Army and the Marine 
Corps as to the allocation of engineering costs for the conversion.” 

In April 1956 the Marine Corps was advised that the T+43-E1 
would be standardized as the M-103 and rated acceptable for Army 
combat use. Considering that not all the serious deficiencies had been 
corrected in the M-103, the Marine Corps reaffirmed its July 1955 

osition and requested the Army to expedite completion of the T~43- 

2 service tests at Fort Knox. 

The Marine Corps expressed to the subcommittee its confidence 
that, based on preliminary test results, the T-43-E2 would satisfy 
Marine Corps requirements.’* A few days after the subcommittee 
hearing in March 1957, the Marine Corps requested the Army to 
modify its portion of the tanks to T-43—E2 standard and deliver 
them as soon as possible. 

As in the case of the Army paces of the tanks, Chrysler submitted 
—— (in January and February 1957) for the Marine Corps tank 
modification, stressing the importance of prompt authorization so 
that Chrysler could maintain continuity of operations in the tank 
field. Chrysler suggested not only that delay would add to the cost 
of the modernization program but that cost of this program would be 
significantly reduced in the event Chrysler was awarded a supply 
contract for additional tanks to be produced at the modification center. 

The subcommittee noted in the Chrysler estimate for modernizi 
the Marine Corps portion of the tanks a 10-percent ‘‘markup” ual 
also a “burden” that was more than four times the estimated labor 
cost. When the subcommittee inquired as to the reason for such an 
apparently excessive estimate of “‘burden,’”’ Army witnesses explained 
that negotiations had not yet been completed and subsequently 
pointed out that the modification center was— 


a rather large Government-owned building and has a rela- 
tively fixed operating expense for its operations regardless of 
the amount of work being performed.” 


General Engler testified that the modification program for Marine 
Corps tanks will not result in actual modification work until 16 months 
later (presumably because additional engineering is required) and will 
not be completed until after 22 months.” 


PRODUCTION AND MODIFICATION FACILITIES 


The modification work is performed by Chrysler in the Lenape 
Ordnance Modification Center which the Government had constructed 
at a cost of approximately $3 million on company-owned land adjacent 
to the tank plant at Newark, Del. 

The tank plant itself is Chrysler-owned; the facilities within it, 
Government-owned. After receiving the tank-production contract 
in 1950, Chrysler had obtained a certificate of necessity for building 


1” Hearings, pp. 29, 30. 
% Hearings, p. 19, 
19 Hearings, p. 52. 
* Hearings, p. 30. 
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the tank plant under accelerated amortization and had installed 
tank-manufacturing facilities for the Government’s account. 

When the tanks were assembled, Chrysler “laid away” the Govern- 
ment-owned facilities at a cost to the Government of approximately 
$5 million (plus $3.5 million for a second layaway after production 
started up again) and converted the plant to assembly of commercial 
vehicles. Tank operations were shifted over to the Government 
modification center. 

Building the modification center next door to the tank plant, 
Army witnesses explained, was a practice not confined to Chrysler 
but adopted generally in the belief that it would be more economical 
and efficient to charge the tank producer with the followup work of 
modification. Such modification work, General Engler said, was 
required— 


for the purpose of receiving the tanks after they had com- 
pleted their test run, cleaning the tanks up, adjusting them, 
placing their radio equipment on, the other types of equip- 
ment that is attached to the tank before it is shipped, and 
getting the tank in readiness for shipment.” 


An Army witness also indicated that the modification center would 
be available to Chrysler for the assembly of M-48 tanks if Chrysler 
succeeded in getting a future production contract.” 

At the time the Lenape Ordnance Modification Center was built 
on Chrysler property, the Government obtained an option to buy the 
land beneath the building, paying nominal rent until the purchase 
would be effected. The Senate and House Armed Services Com- 
mittees approved the acquisition of the land in September 1954 and 
January 1955, respectively, and the sum of $84,000 was earmarked for 
this purpose. 

It was stated at the hearing in March 1957 that the Government 
is “currently” exercising its purchase option.” In July the subcom- 
mittee was advised by the Corps of Engineers, the purchasing agency, 
that it was still unable to negotiate a deal with Chrysler for sale of 
the land to the Government. 


SUBCOMMITTEE OBSERVATIONS 
Tank contracts 


From the foregoing review of the heavy tank program, it is obvious 
that we are confronted with no ordinary military procurement wherein 
the Government places an order, furnishes the necessary designs and 
specifications, requires the producer to have the manufacturing 
resources, specifies the delivery schedules, tests the product for per- 
formance, and holds the contractor to account if delivery schedules 
and performance requirements are not met. 

When the production order was placed with Chrysler, the develop- 
ment work on the heavy tank was in a primitive stage, the drawings 
and specifications were admittedly incomplete, production engineering 
had not been accomplished, the manufacturing plant and facilities 
were yet to be built. 

In one huge bundle the Army handed Chrysler a contract for two 
kinds of tanks (M-48 and T-43) and asked the company to build 

31 Hearings, p. 47. 
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and equip the plant, engineer, produce, test, and modify the tanks, 
Pleading urgency, the Army wrote a loosely worded contract, relied 
primarily on the company, and hoped for the best in this billion-dollar 
enterprise. 

The facilities were to be built by the contractor ‘‘as soon as prac- 
ticable.” The amounts and kinds of facilities, all paid for by the 
Government, were those “reasonably necessary” in the contractor’s 
judgment. Engineering services to be performed by the contractor 
were put on a “best efforts’ basis. The tanks to be produced had 
only to conform to available Government drawings and specifications, 
whether or not the assembled units were satisfactory in performance, 
Delivery dates could be set aside so long as the contractor acted 
“diligently.”’ 

In point of fact, the delivery dates were not met, and the tanks 
were not acceptable for service. Whether the fault lay in the defi- 
ciencies of Government-furnished drawings, specifications and com- 
ponents, in Chrysler’s own engineering and production work, or in a 
combination of both, the Subcommittee is unable to say. The ulti- 
mate responsibility rests, of course, with the Government procuring 
agency. The contractor was largely relieved of responsibility beyond 
“best efforts” by the terms written into the contract. 

For all practical purposes, if not in the strict contractual sense, 
Chrysler was an agent of the Government assigned a mission to build 
tanks in a hurry and given virtually a blank check. In the Govern- 
ment’s name and with Government funds Chrysler bought production 
machinery for a multi-million-dollar plant. For additional amounts 
of money negotiated with the Government, it engineered the tanks, 
then produced and tested them. And when the final product was 
faulty, Chrysler was in a sense the beneficiary of its own (or the 
Government’s) mistakes, for it received contracts to correct the 
deficiencies. 

When the production was completed, the facilities were laid away 
and the plant rehabilitated and made available for Chrysler’s own use, 
all at Government expense under the terms of the contract. The 
additional contracts for modification of the tanks were performed by 
Chrysler in a Government-owned ‘modification center’ built on 
company-owned land adjacent to the tank plant, while the latter was 
devoted to the assembly of commercial automobiles. 

The whole development and production enterprise was virtually a 
risk-free proposition for Chrysler. The only. company investment 
was for the “bricks and mortar” of the tank plant, and even here the 
Government granted the company quick tax writeoff privileges. 

The “package” deal with Chrysler for tank production had monopo- 
listic tendencies in two directions. Vertically, Chrysler took charge 
of the whole operation extending from basic design through production 
to modification. Horizontally, the production contract was broadened 
to embrace both medium and heavy tanks. 

The Army saw advantages in this arrangement. A single contract 
for both medium and heavy tanks offered standardization possibilities 
and the economies of joint engineering and production. As the 
designer, Chrysler would know best how to follow through in produc- 
tion and assembly. As the producer, Chrysler would know best how 
to construct and equip the plant. As the designer and producer, 
Chrysler would know best how to modify the tanks and correct the 
deficiencies. 
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Modification contracts also would enable Chrysler to maintain con- 
tinuity of tank operations and thereby preserve a nucleus of skilled 
personnel, engineering resources and manufacturing know-how. The 
convenient location of the Government modification center next door 
to the tank plant would facilitate a transfer of tank operations and 
provide a ready facility for additional tank contract work. All these 
advantages would enable Chrysler to offer better terms on future 
tank contracts. 

The question arises: How far can this process be pushed before the 
economies are Overbalanced by the destruction of competitive re- 
sources and the consequent narrowing of the tank production base? 
The subcommittee takes note of the fact that Chrysler was the suc- 
cessful bidder on the most recent contract for M-48 medium tanks, 
and as a consequence the only other active bidder took steps to dispose 
of its tank-producing facilities. 

Since the “package” deal was so broad and extended in its coverage 
of tank operations, the basic contract was amplified and modified by 
additional contracts and by scores of supplemental agreements or 
amendments from 1950 to the present. One agreement might add 
millions of dollars to the face value of the contract; another might 
concern itself with some small item like the transfer of electric type- 
writers to Chrysler as Government-furnished property. 

It would be an impossible task for the subcommittee to analyze 
the manifold changes and adjustments over a period of 6 or 7 years 
or to closely evaluate this complicated contract structure, The sub- 
committee is advised that the General Accounting Office is under- 
taking a comprehensive audit and review of tank procurement. 
Accordingly, the subcommittee proposes that a special audit be made 
of the Chrysler tank contracts in connection with the broader review. 


Emergency production 


The Army witnesses took the position that Chrysler Corp, had 
complied fully with the terms of the contract and had performed well, 
They attributed the tank deficiencies to the emergency production 
program brought on by the Korean conflict and emphasized that 
0 eg in any case, were not unusual in complex weapon pro- 

uction. 

The residual deficiencies, after numerous engineering changes and 
improvements, numbered 114, Some were minor, others serious enough 
to dissuade the user agencies, CONARC and the Marine Corps, from 
accepting the tanks. 

The deficiencies covered automotive, turret control and fire control 
systems. The fire control system was engineered by the Frankford 
Arsenal, an Army responsibility. The rest of the tank was engineered 
by Chrysler. Whether the deficiencies were excessive, considerin 
on the one hand the emergency development-production program an 
on the other the wide background of tank experience by both Chrysler 
and Government engineers, the subcommittee will not undertake to 
judge. The fact remains that the heavy tank was unsatisfactory. 

In any case, the reliance on emergencies as an excuse for mistakes 
follows an old pattern and contains an important element of truth. 
The United States has never entered a major war equipped with the 
required minimum of all essential military equipment. The result is 
a telescoped development-production program which invariably 
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leads to weapons which have deficiencies requiring subsequent 
modifications. 

To the layman it often appears that the development of new weapons 
between wars is similar to the lazy man’s way of repairing a leaking 
roof. When there is no rain, the holes do not matter, so no repairs 
are made. When the rains come, the repairs are made under difficul- 
ties and often result in patchwork rather than good workmanship. 

The military authorities inevitably must contend with the demobili- 
zation difficulties following a war and the fiscal policies which reduce 
funds for research and development. Even so, there is no clear indi- 
cation that a sufficiency of funds would have induced the Army to 
pursue a vigorous research and development program in the heavy 
tank field. Opinions within the military are too sharply divided on 
the usefulness of the heavy tank in modern warfare. 


Tank doctrine 


This leads to the question: How serious is the Army about the role 
of heavy tanks? How realistic is the Army’s heavy tank doctrine? 

For years the Army has had a doctrine for the use of the heavy-gun 
tank, which has been included in the table of organization and equip- 
ment (TO&E) for the armored division. However, it was not until 
the closing months of World War II that our troops in Europe were 
given a heavy-gun tank, and when the war was over the argument was 
renewed as to the worth of the heavy versus the medium tank in com- 
bat. The doctrine has remained in the field manual and. the tank 
—e in the TO&E, but its place is filled in the field by the medium 
tank. 

After World War II, military authorities alternately deplored the 
insufficiency and boasted the superiority of their light and medium 
tanks, but new heavy tanks never got beyond the preliminary design 
stage. Only when the Korean emergency came along did they become 
panicky and jump into heavy tank production. Even then, predomi- 
nant production was in the medium tank field, the heavy tank for 
Army purposes being limited to “‘troop test quantities.” 

By November 1952 the panic had subsided and the Army ordered 
a “stretchout” of both medium and heavy tank production. 

While the Army asserts that Soviet Russia has mass-produced 
thousands of new heavy tanks (T-54), more powerful than the 
Joseph Stalin series of World War II, and has issued them as a stand- 
ard weapon to combat troops,” there is no evident disposition in the 
United States to do likewise. The Army foresees a useful role for 
tanks in nuclear warfare, providing means for traversing areas ex- 

osed to radioactivity. To some observers the heavy tank appears 
ess adapted to this role than light or medium tanks.” Anticipated 
nuclear warfare requirements thus would seem to reinforce long- 
standing preferences in some Army quarters for speed and maneu- 
verability over heavy armor. 


Modification program 


_ The lack of urgent concern for a heavy tank production program 
is reflected in the protracted debate over the modification program. 


*% Army Information Digest, August 1957, p. 5. 
% Department of the Army Appropriations for 1957, hearings before a Subcommittee of the Committee 
on Appropriations, House of Representatives, 84th Cong., 2d sess., March 28, 1956, p. 1449. 


% See, for example, Capt. John CO. Burney, Jr., Armor for Atomic Warfare, Ordnance Magazine, May- 
June 1955, p. 885. 








MILITARY TANK PROCUREMENT 17 


When serious deficiencies showed up, the heavy tank program 
became stalemated. Instead of proceeding promptly to correct the 
deficiencies, or to issue the tanks to troops for field testing, the Army 
placed the tanks in open storage and debated the matter for the 
ensuing 2 or 3 years. Conservatively estimated, $500,000 in extra 
storage and maintenance costs were incurred by this delay. Army 
witnesses pointed out, however, that testing and checking for 
deficiencies continued during this period. 

The T-43 tank became a kind of service “football,” kicked around 
among the Office, Chief of Ordnance, Washington; Ordnance Tank 
Automotive Command, Detroit; Product Engineering Division, De- 
troit Arsenal; the Deputy Chief of Staff for Logistics; and the Vice 
Chief of Staff; while the user agencies, CONARC and the Marine 
Corps, as well as the Transportation Corps, voiced complaints from 
the sidelines. 

The subcommittee finds it difficult to understand the logic of 
standardizing the T-43-E1 as the M-103 against the objections of 
the user agency, particularly when troop tests were not completed 
and future procurement was not intended. 

Having spent many millions of dollars on a tank that had serious 
deficiencies, the Army was finally persuaded to spend a few more 
millions to correct a large number of the deficiencies, but not enough 
to satisfy the user agency. At this point the Army became economy- 


minded. The question was put by Lt. Gen. Carter Magruder in 
these terms:” 


Do we wish, for only a troop-test quantity, to put an 
extra expenditure of funds into a tank of which we do not 
have enough to equip the Army, or would those funds be 
better spent in developing an improved tank that will come 
on in the future, accepting that the Army will be less ready 
to fight against heavy enemy armor during the interim 
period? 

General Westphalinger, in his prepared statement, also adverted to 
the cost factor, using the nuclear-warfare argument: 


The progress made in atomic warfare, with its emphasis 
on lightweight, mobile ground units, and the advent of 
antitank guided missiles, could not be ignored in weighing 
design improvements against cost. 


It is evident from these statements and from the facts of the modi- 
fication program that the Army has only a halfhearted conviction 
about the use of heavy tanks. Presented with the alternatives of 
junking a multi-million-dollar production quantity of defective tanks 
or redesigning them to T-43-E2 performance, the Army finally chose 
to compromise the extremes, making partial improvements even though 
a complete modernization program would have entailed relatively 
small additional cost. 

At the same time the Army found a place for the tanks—in Ger- 
many—provided the troop tests show they are serviceable. 


Army-Marine Corps differences 


_ Whereas the Army insisted on standardizing a heavy tank for which 
it did not anticipate further procurement, the Marine Corps rejected 


” Hearings, p. 25. 
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the standard as unsuitable for combat requirements. It insisted on 
an improved version, the T-43-E2. Admittedly, the Army and 
Marine Corps did not have different military specifications for a 
heavy tank.” The difference in their position on the heavy-tank 
modification was attributed to the fact that the Army procured only 
a troop-test quantity whereas the Marines bought its full mobilization 
requirements.” In these circumstances the Marine Corps wanted 
the best tank it could get. 

Since it will take almost 2 years to complete the modernization of 
heavy tanks for the Marine Corps, 8 or 9 years will have elapsed 
between the time when the Marine Corps placed its first order for 
the T-43 and completion of the delivery of the E2. 

There is nothing in the record to indicate that the Marine Corps 
exerted strong and constant pressure on the Army to produce a tank 
satisfactory for its requirements. During the years of discussion and 
debate in Army agencies on the T-43-E1 tank, the Marine Corps 
seemed only to be an interested observer. The long delay could find 
us overtaken by another emergency before the E2 is ready. 

It might be observed also that slowness in completing development 
of the heavy tank since 1952 could possibly lead to a repetition of 
“crash” production in the event the United States should be con- 
fronted with another emergency of the Korean or “brush fire” type. 
The reluctance to “freeze” a model and put it into production during 
peacetime is understandable since it is most natural to want the latest 
and best weapon possible. This practice needs to be balanced with 
foreseeable, needs of the services in order to avoid as many “crash”’ 
programs as possible. 

RECOMMENDATION 


The subcommittee is advised that the General Accounting Office 
has begun a comprehensive audit and review of the Ordnance Corps 
tank program. This will include an examination of the Ordnance 
Tank Automotive Command, the depot and procurement district 
organization and management, and tank-procurement policies and 
procedures. 

In view of the fact that the Chrysler tank contracts which were 
the subject of subcommittee inquiry are still active and comprise a 
substantial part of the whole tank program, the subcommittee will 
ask the Comptroller General to give special attention to these con- 
tracts in the audit and review and to provide the subcommittee with 
a followup report. The record of the hearing and a copy of the sub- 
committee’s report will be forwarded to the Comptroller General for 
his use in the tank-audit project. 

The subcommittee will request the Comptroller General to examine 
the Chrysler tank contracts and determine how well the Government’s 
interest was served in the following matters, among others: 

1. Outlays for facilities and the degree of Army supervision 
and audit of Chrysler expenditures for the Government’s account. 

2. Outlays for engineering services and the division of engineer- 
ing responsibilities ietWeen Chrysler and ordnance agencies. 

3. Outlays for processing, modification, storage, and mainte- 
nance. 


® Hearings, p. 21. 
® Hearings, p. 25. 
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4. Outlays for layaway and re-layaway of tank-producing 
facilities. 

5. Outlays for acquisition of company-owned land in connec- 
tion with the Government-owned modification center. 

6. Cost allocations of facilities, engineering services, and 
supplies as between the T-43 and M-48 tanks, and the effect on 
price adjustments. 

7. Division of responsibilities between Chrysler and ordnance 
agencies for furnishing of components. 

8. Successive price redeterminations, revisions, and adjust- 
ments, and the procurement of additional supplies and services by 
amendments to contracts or by separate contracts. 

9. Special and general provisions in contracts defining the 
contractor’s responsibility for providing facilities, engineering 
services, and supplies. 

10. Negotiation of a “package” contract with Chrysler for 
facilities construction, engineering, production, modification, and 
maintenance of T-43 and M-48 tanks and its effect on Chrysler’s 
competitive position for future contracts. 
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ANNEX 


BRIEF HISTORY OF UNITED STATES HEAVY-TANK DEVELOPMENT! 


World War I 


The tank was first used in combat by the British in the Somme 
offensive of September 1916. In the next 2 years the United States, 
collaborating with the British and French, designed and built several 
types: a 44-ton heavy tank, the Mark VIII; a 40-ton steam-propelled 
tank; and a Ford 3-ton and a Renault 6-ton tank. After the armis- 
tice the Army was inclined, on the basis of this limited experience, to 
favor development of both heavy and very light tanks. 


1920's 


In the post-World War I years, the heavy-tank program never 
materialized. Although a representative of the Tank Corps assured 
a congressional committee in March 1920 that a much improved 
heavy tank would soon be developed ‘equal to any five of the Mark 
VIII,” design work on heavy models was canceled, the Tank Corps 
was abolished, and Army tank doctrine shifted toward the use of 
lighter models. 

The following reasons were given for the loss of interest in heavy 
tanks: (1) Tanks weighing more than 25 tons were too heavy for the 
emergency bridges developed by the Corps of Engineers without costly 
and time-consuming reinforcements, and so the engineers were opposed 
to heavy tanks; (2) there was a growing conviction, influenced by 
British thinking which was considered authoritative in the tank field, 
that smaller tanks were tactically more useful; and (3) test models of 
heavy tanks were so much more costly than those of light and medium 
tanks that it seemed wiser to spend the limited funds available to 
develop types that the using services seemed to prefer. 

Reinforcing this preference for lighter tanks was the Army General 
Staff doctrine, embodied in the National Defense Act of 1920, that 
tanks were to be assigned exclusively to the Infantry. The General 
Staff did not want the Tank Corps of World War I to be reconstituted 
as a separate mechanized force comparable to the air arm. 

For infantry support, tanks would need to stress cross-country 
maneuverability and protection from infantry weapons rather than 
heavy armor and firepower required in tanks fighting tanks as part of 
an armored force. 

Tank development for the decade of the 1920’s was guided by the 
concept of the tank as an infantry support weapon. ‘Two types of 
tanks were specified by the Adjutant General’s office in April 1922: 
a light tank not exceeding 5 tons in weight and suitable for truck trans- 
port; and a medium tank not exceeding 15 tons in weight, so as to be 

1 This discussion is drawn largely from an official publication in the series ,United States Army in World 


War II, Office of the Chief of Military History, Department of the Army, entitled ““The Ordnance De- 
partment: Planning Munitions for War,’’ Washington, U. 8. Government Printing Office, 1955. 
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within the limits of average highway bridges, railroad capacity, and 
medium pontoon bridges. 

Although experimental work was done on a number of light tanks 
ranging from 3 to 7 tons, medium tanks received more attention during 
the 1920’s. Efforts were made to achieve a model that would com- 
bine the essential characteristics of both heavy and light tanks used 
in World War I. The first two postwar models, the M-1921 and 
M-1922, weighed over 20 tons, but the 15-ton limitation prescribed in 
1922 led to scrapping most of this effort and developing the 15-ton 
M-1924. ‘The latter proved to be too light for armor protection and 
other specifications demanded by the Infantry and the Tank Board, so 
emphasis shifted to a 23-ton tank. 


1930's 


By the end of the decade the infantry-support concept for tanks 
began to change. In 1931 Gen. Douglas MacArthur, as Chief of 
Staff, affirmed an Army policy of mechanization and ordered the 
Cavalry to take over a mechanized force project which had been 
established by order of his predecessor, Gen. Charles P. Summerall. 

The Cavalry’s interest in tanks, however, was disguised in a gesture 
of compliance with the National Defense Act of 1920. Cavalry 
tanks were labeled combat cars. 

During the 1930’s, the General Staff continued to emphasize speed 
and mobility of combat vehicles in preference to armor protection and 
firepower. New developments in armor-piercing ammunition led to 
no change in tank requirements or doctrine. In 1933 the Secretary 
of War urged that combat vehicles for Infantry or Cavalry divisions 
be held to 7% tons or less. The weight limit was based on the sup- 
position that tanks had to be transported into battle on trucks. 

In the face of this doctrine came (1) observers’ reports from the 
battlefields of the Spanish Civil War that light tanks were highl 
vulnerable; (2) reports that foreign countries were building tanks with 
heavier armor and greater firepower than those in the United States 
Army; and (3) evidence of the weaknesses of American combat ve- 
hicles in tank maneuvers. These discoveries pointed to the fact 
that speed was no longer the first. requirement in tanks. 

As late as 1939 a War Department field manual repeated 1923 
regulations that tanks were to be employed to assist the advance of 
Infantry foot troops, but finally in July 1940 an Armored Force was 
created, signifying Cavalry ascendance in the tank field. 

Throughout the 20-year stretch between the two World Wars, no 
heavy tanks were developed, and no models of light or medium tanks 
were standardized for procurement. The T-5 was the first to be 
approved. Accepted in June 1939, it was designated the medium 
tank M-2. Two models of light tanks had limited procurement 
status in 1935. Before 1940 only a few hundred light and medium 
tanks had been produced. 

During those years the Ordnance Department, as the tank-develop- 
ing agency, wrestled with the problems posed by meager funds, 
uncertain policy and doctrine, competing technical requirements, 
perfectionist demands of the using services, retarded development of 
a same, and opposition of the Engineer Corps to heavier weight 
vehicles, 
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WORLD WAR II EXPERIENCE 


The United States entered World War II without heavy tanks. 
The Army staked its fortunes on the medium tank. The General 
Grant (M-3) and its successor, the General Sherman (M-4), mounting 
37-millimeter and 75-millimeter guns, and weighing 30-plus tons, were 
the mainstays of armored ground combat. 

Although Army regulations placed a weight limit of 30 tons on 
tanks, in 1941 and 1942 ordnance engineers designed and built a 60- 
ton tank. This was standardized in February 1942 as the M-6. 
Objections were raised by the Army Ground Forces. The Armored 
Board was persuaded, after further tests, to pronounce the M-6 
unreliable and much too heavy. Procurement was limited to 40 
tanks and none was shipped overseas. 

Army Ground Forces headquarters continued to assert faith in the 
Sherman tank despite the accumulating evidence from the battlefields 
that it was no match for the German Panther and Tiger tanks. Rated 
superior to the German tanks in mechanicai reliability and maneuver- 
able in mountainous terrain, yet the Sherman was outgunned, out- 
armored, and sometimes even outmaneuvered. 

Between 1943 and the end of the war the Ordnance Department had 
developed the T-20 series of heavy tanks ranging from 45 to 64 tons 
and carrying 90-millimeter, 105-millimeter, or 155-millimeter guns. 
The lowest weight model of this series, nicknamed the General 
Pershing, mounted a 90-millimeter gun. 

In November 1943, Lt. Gen. Jacob L. Devers, commanding general 
in the European theater, recommended that highest priority be given 
to the development of the Pershing in order to counter German armor 
and firepower. Not until the end of January 1945, after extensive 
testing, did the Armored Board rate the Pershing battleworthy. 
Twenty of the experimental model T—26-E3 Pershing tanks were sent 
overseas and first used by the 3d and 9th Armored Divisions in the 
drive from the Roer River to the Rhine. Reports of its performance 
were conflicting, but the tank was standardized as the M-26 in March 
1945. 

Making its appearance in the closing months of the war in Europe, 
the Pershing was rated by Gen. George Marshall as equal to any 
German tank, with advantages in lighter weight, speed and endurance? 


POST WORLD WAR Ul DEVELOPMENTS 


The tank models T-29 and T-30, weighing 60 tons or more and 
mounting 105-millimeter and 155-millimeter guns, were not tested 
until after the war, although test models had been authorized for 
procurement in September 1944. These models had been designed in 
the belief that a tank with greater firepower and armor than those 
existing should be developed to meet potential requirements for attack 
on oo positions and heavily armored and armed enemy combat 
vehicles. 

In May 1945 the development and manufacture of the heavy tank 
T-34 with a 120-millimeter gun was approved, and two pilot T-34’s 
were made from chassis of the T-30. The total gross weight of the 


2U.8. Army Chief of Staff, Biennial Report, July 1, 1943, to June 30, 1945; Washington, U. S. Government 
Printing Office, 1945, p. 96. 
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T-34 tank, with the 120-millimeter gun, was found to be 145,000 
pounds (72% tons). 

Seeking a tank with armament and armor protection equivalent 
to the T-34 but with considerable weight saving and greater mobility 
and maneuverability, representatives of Ordnance and Headquarters, 
Army Field Forces (now Continental Army Command), met at the 
Detroit Arsenal in September 1948 to discuss the development of a 
new heavy tank with the required military characteristics. These 
discussions led to the design of the T-43, which is the subject of the 
present report. 
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LETTER OF TRANSMITTAL 


House or RepresENTATIVES, 


Washington, D. C., August 14, 1957. 
Hon. Sam Raysvrn, 


Speaker of the House of Representatives, 
Washington, D.C. 

Dear Mr. Speaker: By direction of the Committee on Government 
Operations, I submit herewith the committee’s 11th report to the 
85th Congress. The committee’s report is based on a study made by 
its Subcommittee on International Operations. 

Wiuiam L. Dawson, Chairman. 
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Mr. Dawson, from the Committee on Government Operations, 
submitted the following 


ELEVENTH REPORT 


On August 14, 1957, the Committee on Government Operations 
had before it for consideration a report from its Subcommittee on 
International Operations entitled “State Department Public Opinion 
Polls.” 

After full consideration of the report as submitted by the subcom- 
mittee, upon motion made and seconded, the report was approved 
and adopted as the report of the full committee. The chairman was 
directed to transmit a copy to the Speaker of the House. 


Score or INVESTIGATION 


On February 8, 1957, the Washington Evening Star carried a news 
story headlined, “Foreign Aid Is Favored by 90 Percent, Polls In- 
dicate.” “Officials of the International Cooperation Administration” 
were credited as the source of this story, but there was no indication 
who had conducted the polls, or who had paid for them, or what 
officials had furnished the information. 

Because the task of examining the operations and expenditures of 
the Department of State and the International Cooperation Adminis- 
tration is among the responsibilities of the International Operations 
Subcommittee, an inquiry was begun to determine: 

1. Whether in fact ICA officials were the source of this story, and, 
if so, whether this action constituted a violation of the Mutual Secu- 
rity Act, which prohibits the use of ICA funds for “the dissemina- 
tion within the United States of general propaganda in support of the 
mutual security program ;” 

2. Who conducted these polls, how valid they are, and whether they 
were financed with Government funds, either those of the ICA or of 
some other executive agency. 
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This report covers the subcommittee’s inquiry into this matter dur- 
ing the period February 8 through July 15, 1957, during which time 
some 5 days of hearings were held to receive the testimony of witnesses 
from the Department of State, the International Cooperation Admin- 
istration, the General Accounting Office, the Bureau of the Budget, 
and the National Opinion Research Center. 


Finpinocs or Fact 


As a result of its investigation, the subcommittee found the fol- 
os ing facts: 

The news story appearing in the Washington Evening Star on 
sae 8, 1957, was based on the results of a poll conducted in 
November 1956 by the National Opinion Research Center, for the 
Department of State. 

. The information upon which the story was based was given to 
a reporter for the Star by William J. Caldwell, Director, Office of 
Public Reports, ICA; at the time the information was passed, it had 
not been released by the Department of State from the “official use 
only” classification which it bore when it was first made available to 
Caldwell in the course of his official duties. 

3. Caldwell subsequently provided a reporter for the New York 
Times with the information that the Government had sponsored the 
polls, which information bore a “confidential” security classification. 
This information appeared in the Times on March 16, 1957, in a news 
story based upon other poll information supplied by’ Caldwell. 

The Department of State has contracted for 7 or 8 public opinion 
sli annually since 1944; since 1945 it has been under a continuing 

ontract with the National Opinion Research Center (a nonprofit poll- 
taking organization, affiliated with the University of Chicago). 

Total Department expenditures on these polls over a 14-year 
per ia has amounted to $552,927.38. 

6. The Department has paid the cost of these polls from an appro- 
priation entitled, “Emergencies in the Diplomatic and Consular 
Service.” The Secretary has “certified” these expenditures, which 
has the effect of precluding postaudit by the General Accounting 
Office. 

7. The Department canceled its current contract with the National 
Giaiiion Research Center by letter dated April 29, 1957. The De- 
partment advised the subcommittee that if it intended to resume these 
volls at any time in the future, specific funds for the purpose would 
be sought from the Congress through the usual appropriation meth- 
eds, and that “emergency funds” and the “certifying” procedure 
would no longer be used. 

8. The Bureau of the Budget considers this use of “emergency 
funds” and the “certifying” procedure to have been improper, but 
voiced no opposition to this use prior to the subcommittee’s inquiry. 

9. The General Accounting Office considers such use to have been 
illegal, but finds itself without remedy, because of statutory privilege 
given to the Secretary’s “certificate.” 
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I. Inuecat Use or Department ofr State Funps 
To Pay ror THE Potts 


A. PAYMENT FROM APPROPRIATION PROVIDED FOR “EMERGENCIES” 


The Department’s first excursion into the field of public opinion 
polls occurred in 1944, and involved an expenditure of $7,500. In 
1945, and again in 1946, expenditures approximated $25,000 annually. 
The cost rose to $50, 000 in 1947, and to $60,000 in 1950. In recent 
years, it has leveled off under the NORC contract to slightly over $43,- 
000 a year. Total expenditures for polling during this period, as 
reported by the Department, amounted to $552,927 38. 

The bulk of this polling on behalf of the Department has been 
undertaken by the National Opinion Research Center (NORC), a 
nonprofit, poll-taking organization affiliated since 1948 with the 
University of Chicago, and previously located at Denver, Colo. In 
1944, the Department employed the Office of Public Opinion Research 
(Princeton, New Jersey), and in several postwar years (approxi- 
mately 1946-50) supplementary polls were conducted by the Survey 
Research Center of the University of Michigan, in addition to those 
being taken by NORC. 

The entire expenditure was charged to the appropriation entitled, 
“Emergencies in the Diplomatic and Consular Service.” The sub- 
committee has been unable to determine what justification exists— 
or if any ever existed—for charging the cost of public opinion polls 
to this appropriation. 


B. INADEQUATE INFORMATION PRESENTED TO THE CONGRESS 


A search of the hearings of the concerned congressional committees 
for some years back indicated that in requesting this “emergency” 
appropriation each year, the Department offered a stock “justifica- 
tion” which never varied : 


This appropriation is necessary to meet emergency re- 
quirements in connection with foreign affairs for which the 
granting of specific appropriations is not feasible, due to the 
urgency of requirements in some instances and the confi- 
dential character of the purposes for which funds are 
needed in others. It is essential to the furtherance and pro- 
tection of the interests of the United States in foreign coun- 
tries that there should be a fund from which extraordinary 
expenditures can be inade without regard to the ordinary 
limitations upon the disbursement of Government funds and 
without the necessity of publicly reporting the nature of the 
expenditure, although the expenditures from this appropria- 
tion are made with due care and are vouchered and re- 
corded in the same manner as expenditures from other 
Government appropriations. 


In the Senate Appropriations Committee hearings for fiscal year 
1956, but apparently at no other time, a further elaborating para- 
graph was included: 


Some of the specific purposes for which it is used are (1) 
relief and repatriation of destitute American citizens 
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abroad; (2) evacuation in case of emergencies; (3) main- 
tenance of protocol quarters (Blair and Blair-Lee Houses) ; 
(4) entertainment of distinguished official guests from 
foreign governments; (5) acquisitic on of confidential infor- 
mation in certain circumstances; (6) expenses incurred by 
foreign governments in representing United States interests 
in countries where United States representation has been 
withdrawn (China, Bulgaria, Albania) ; and items involv- 
ing security or confidential action. 


The Department also presented, at the time of requesting each new 
“emergency” appropriation, a summary listing of the manner in which 
the appropriation had been expended during the preceding year. 
This list was furnished “off the record” and it did not remain with 
the committees, being merely shown to them during the hearings. 
Buried in a number of line items, one finds a single, obscure reference 
to the polls. Typically the reference reads: , or cost of advisory 
services respecting analysis of public opinion,” followed by a dollar 
figure. 

“In the he: arings before a subcommittee of the Senate Appropriations 
Committee, in the spring of 1953, some questions were asked about 
polls and a brief discussion ensued. It was not revealed to the com- 
mittee at that time, however, so far as the record shows, that “emer- 
gency” funds were being used for payment. 

That, in fact, the manner of presentation did not result in anything 
resembling full disclosure to the committees is borne out by the ad- 
mission of the Assistant Secretary-Controller that he did not recall 
any questions by, or discussions with the committees on this subject 
during the last several years while he was the person responsible for 
this presentation. Certainly, nothing appears in the published hear- 
ings, which provide the only guide upon which the Members of the 
Congress generally can base their decision to vote for or against 
particular appropriations. 


C. CONCEALMENT THROUGH “CERTIFICATION” BY THE SECRETARY OF STATE 


In addition to the failure of full disclosure to the Congress, which 
precludes a “preaudit” of proposed expenditures, the normal and 
valuable “postaudit” conducted by the General Accounting Office is 
unavailable in the case of these “emergency” funds, for eac h expendi- 
ture from this appropriation is “certified” by the Secretary of State, 
under section 291 of the Revised Statutes, which provides: 


Whenever any sum of money has been or shall be issued, 
from the Treasury, for the purposes of intercourse or treaty 
with foreign nations, in pursuance of any law, the President 
is authorized to cause the same to be duly settled annually 
with the proper accounting oflicers of the Treasury, by caus- 
ing the same to be accounted for, specifically, if the expendi- 
tures may, in his judgment, be made public; and by making or 

causing the Secretary of State to make a certificate of “the 

amount of such expenditure as he may think it advisable not 
to specify ; and every such certificate shall be deemed a suffi- 
cient voucher for the sum therein expressed to have been 
expended. 
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A typical “certificate” reads: 


By direction of the President and in pursuance of section 291 
of the Revised Statutes of the United States, I hereby certify 
that (name of Disbursing Officer) has expended for | lawful pur- 
poses from the above-mentioned appropriation the sum of---_-. 
dollars, during the period ~~--_--~-- , the nature and object of 
which expenditures it is deemed advisable not to specify, and I 
hereby request the General Accounting Office to allow credit for 
the amount of said expenditures in the settlement of his accounts. 

Approved for $_-----. 

By Direction of the Secretary of State. 


(Signature) Certifying Officer. 


The Department advises that in the opinion of its legal advisers the 
certification authority is available only for funds appropriated under 
this “emergency’ ’ heading, and that conversely, as a matter of prac- 
tice, all funds expended from that appropriation are “certified.” In 
the light of this testimony, the subcommittee concludes that the use 
of “emergency” funds to pay for the polls arose from a desire to 
conceal the fact that the Department was sponsoring polls, rather 
than from any belief that a bona fide emergency was involved. 

Unfortunately, personnel in the Department now concerned with 
these polls are not the same ones who participated in their inception 
some 14 years ago; this makes it difficult to determine the reasons for 
the initial decision with certainty. The Chief of the Department’s 
Public Studies Division, H. Schuyler Foster, Jr., did offer the follow- 
ing conjectural explanation, however, for handling this expense on a 
confidential basis rather than on the public budget 


In 1943, of course, this country was in the midst of World 
War II, and public opinion polling was not much practiced 
in other countries, having begun in the United States with 
the Gallup poll in 1935, just 8 years before the Department 
entered its first p velline contract to secure accurate informa- 
tion on the attitudes of the general public toward foreign 
affairs. Polling questions on foreign affairs necessarily in- 
volve attitudes toward other countries and whi at their gov- 
ernments are doing. If, in 1943, other countries learned ‘that 
the United States Government was asking questions of its 
own people about their attitudes toward other countries, this 
would have been a matter of considerable delicacy—particu- 
larly if it turned out that a majority of Americans took a 
negative at ttitude t toward some of our allies or some of their 
policies. The taking of such polls could easily complicate 
and make more difficult our official relations with such coun- 
tries. So, since these data were desired for the confidential 
use of the Sec oe iry and other appropriate officials of the 
Department, it seemed best not to make this operation a mat- 
ter of public 2 record, but to sec ure the information on a non- 
publicized basis. I should add, Mr. Chairman, that it was 
never sought to conceal this Sablon from the Congress, 
that the Department took it up on an off-the-record basis 
with the Appropriations Committees of both Houses. 
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The contention of full off-the-record disclosure to the Congress 
has been disposed of above. As for the balance of the explanation, 
the subcommittee is more inclined to credit the reasons apparent from 
a memorandum written by this same witness to his superior in the 
State Department, after Caldwell had made a further release of poll 
information to the New York Times. 

The memorandum is quoted in full below and indicates that the key 
reasons for the use of “emergency” funds and the Secretary’s “certifi- 
cate” were (1) desired for public acceptance of the results, which 
might have been lessened if the “official” source of the polls were 
known, and (2) fear of congressional opposition to continued 
polling: 

“Internal evidence in the above-mentioned story on polls 
about foreign aid makes it clear to me that the material came, 
at least in part, from ICA. 

“T would appreciate it if you could let Mr. Caldwell know 
that we would very much prefer to have the attribution of 
these polling data made exclusively to the National Opinion 
Research Center. 

“For one thing, such attribution would make the evidence 
more convincing to the reader than to have it tagged as 
“executive branch”; i. e., partisan evidence. For another, 
there is a very real possibility now that this public linkage 
may generate within the legislatwe branch a feeling which 
could result in the loss, to ICA as well as to us, of this useful 
source of information.” (Emphasis supplied.) 


D. VIEWS OF THE COMPTROLLER GENERAL 


The Comptroller General, who heads the General Accounting 
Office, is charged by law with the audit of Government expenditures, 
in order to determine their legality and correctness. 

With reference to the expenditure of “emergency” funds for polls 
by the Department of State, he has informed the subcommittee that 
he considers such expenditures to have been illegal, but that he is 
powerless to do anything about it. 

Commenting on the appropriation “Emergencies in the Diplomatic 
and Consular Service,” the Comptroller General stated, “This appro- 
priation by its terms is intended to meet unforeseen emergency situa- 
tions, and the justification emphasizes its emergency and confidential 
character.” 

He added— 

We do not believe that a public-opinion survey in regard to 
the foreign-aid program is properly payable therefrom. 
Such a survey would not appear to constitute an “unforeseen 
emergency” as that term is used in the appropriation 
language. 


He concluded— 


Notwithstanding our opinion that these expenditures are not 
properly chargeable against the appropriation, * * * we are 


coo by law from taking action in the matter. When the 
ecretary of State certifies an expenditure as advisable not to 
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specifiy in accordance with section 291, Revised Statutes, he 
assumes entire responsibility therefor, and we cannot question 
that expenditure. 


Further inquiry revealed that the Comptroller General “would and 
could” question the certificate if he knew in advance of payment that 
it were an improper expenditure. He testified, however, that no 
effort was made by the General Accounting Office to determine whether, 
in fact, such expenditures were proper prior to payment, either by 
reference to internal evidence contained on the voucher itself or any 
other source. 


E. INACTION OF THE BUREAU OF THE BUDGET 


The Bureau was first apprised of these polls by the Department 
because of the Bureau’s responsibilities under the Federal Reports 
Act of 1942 with relation to questionnaires proposed by any executive 
department. These responsibilities are two: 

To determine that there is a reasonable necessity for the 
questionnaire proposed ; 

To determine that the questionnaire and polling methods 
proposed can reasonably be expected to accomplish the purpose. 

In a May 2, 1957, letter to Representative Glenard P. Lipscomb, 
Republican, California), the Director stated : 

Carrying out its responsibilities under the Federal Reports 
Act, the Bureau of the Budget has approved the statistical 
method proposed to be used in obtaining the survey informa- 
tion. In our initial review of this project, we concluded that 
the Department had g legitimate need for the data. 

It appears from the testimony that the Bureau makes these two 
findings—of need and appropriateness—simultaneously, and has for- 
warded its approval to the Department in a brief, formalized letter 
each year. It appears that, in fact, the sampling methodology was 
reviewed several times by the Bureau's statisticians. The general 
requirement for advance approval of questions was, however, waived 
each year by the Bureau, with a further provision that the questions 
used would be provided to the Bureau annually after the fact. Al- 
though the subcommittee believes that the statute intended otherwise, 
this device could probably be justified on the grounds of expediency 
if, in fact, the Bureau had exercised even a postaudit review of the 
questions. There is no indication that they actually did so. 

It has not been possible to determine, either from the questioning of 
Bureau witnesses or examination of the Bureau's files, on what basis 
the determination was made that the Department had a reasonable 
need for these polls. 

On the question of legality of payment for the polls from the 
Department’s emergency funds, the Bureau demurred that this is a 
question “properly for consideration by the Comptroller General.” 
The Bureau did, however, express the view that such use was improper, 
stating, in the letter referred to above: 


In our opinion the Department should not use funds en- 
titled “Emergencies in the Diplomatic and Consular Service” 
for expenditures relating to public opinion surveys. 











8 STATE DEPARTMENT PUBLIC OPINION POLLS 


It is clear from the testimony that responsible officials in the Bureau 
have been aware, at least since 1951, of the Department’s sponsorship 
of the NORC polls, and since that date or shortly thereafter, that 
the polls were being paid for with “emergency” funds. There is no 
indication that the Bureau ever took any action to discourage the use 
of emergency funds for this purpose, or even to inquire into the 
reasons why the Department might think use of such funds was 
suitable. 

It is surprising that the Bureau should have waited 6 years to ex- 
press its disapproval of the use of emergency funds for public opin- 
ion polls, not doing so until after (1) congressional inquiry was 
made, and (2) the Department had, in fact, terminated this use. 


Il. Tue Portis, THerr Uses anD WEAKNESSES 
A. USE MADE OF THE POLLS BY THE DEPARTMENT OF STATE 


The conduct of these polls is under the jurisdiction of the Division 
of Public Studies of the Department of State. The Department’s 
Organization Manual states: 


The Public Studies Division collects, analyzes and inter- 
prets every available type of public expression on U. S. 
foreign affairs for internal use of the Department and the 
Foreign Service. 

A Department official has stated that the reason for undertaking 
such an elaborate study of public opinion is so that “policy decisions 
can be taken with full consideration of the views of the America 
peonle.” 

In a memorandum prepared especially for the use of the subcom- 
mittee, the Department offered the following information on the 
specific use made of the polls: 


The primary utilization of the polling results has been for 
the confidential use of the Secretary of State and such other 
officers as were directly concerned with the subjects involved. 
An important secondary use of the polling results is for the 
purpose of informing other Department officers concerned 
with particular problems about the trends of American opin- 
ion as indicated by polls, as well as by the other expressions 
of opinion. 

The need for entering into the NORC poll contracts is not entirely 
clear. The subcommittee recognizes that the polling results could 
provide information not readily available elsewhere, and that the 
Department, through its control of the questions, could fill some of 
the gaps in such knowledge of American opinion as it gains from 
other sources. The subcommittee was unable, however, to satisfy 
itself that top officials in the Department took adequate precautions 
to insure that questions were not so phrased as to stimulate particular 
conclusions. Further, there does not appear to have been any at- 
tempt by the Department to determine whether the value of the polls 
was commensurate with their cost. Once the polls had been com- 
menced—and no one in a responsible position in the Department to- 
day seems supplied with specific information as to how this came 
about—momentum kept them going. 
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B. WEAKNESSES OF THE POLLS 


1. Too small a sample 

The NORC has provided the subcommittee with detailed informa- 
tion on the manner in which it selects the 1,200 to 1,300 persons who 
are interviewed in each poll conducted by the Department of State. 
The Director of NORC, Clyde W. Hart, stated that a larger sample 
would have reduced the percentage of error in the results. He 
further expressed the view that a sample of this size is not too small 
to give useful results, although it is too small to permit adequate 
analysis. It appears also that the use of such a small sample can 
give rise to an error known as cluttering, which mean generally that 
views peculiar to certain small regions of the United States might be 
given an undue weight in the results. NORC officials brought these 
factors to the attention of the Department on several occasions, but 
they testified that budgetary limitations precluded expanding the 
sample. 
2. Failure to distinguish between “informed” and “uninformed” 

opinion 

There are a number of factors which can influence poll results, one 
of which is the degree to which the person asked for an opinion may 
be informed on the subject matter. One authority in the field has 
commented on this subject as follows: 


(Surveys, Polls and Samples, by Dr. M. B. Parten, p. 175) 


With the realization that the public as a whole is relatively 
uninformed about social problems, programs, or leaders, sur- 
veyors are finding it necessary to ascertain the extent of the 
informant’s knowledge about the survey topic before getting 
his opinion. When knowledge about the topic is definitely 
correlated with the opinions held, these information ques- 
tions are particularly important. Too often respendents are 
tempted to answer “yes” or “no,” or “satisfactery” or “ap- 
prove” without really knowing what the question is to which 
they have replied. 


While there may be circumstances under which it would be useful 
to conduct a poll which does not distinguish between “informed” and 
“uniformed” opinion, the results of such a poll would merely indicate 
a “trend” of opinion. They do not lend themselves readily to analysis, 
so that their usefulness in establishing guidelines is necessarily limited. 

Much depends upon the desire of the poll’s sponsor. What is he 
after? Inthe case of the Department of State, the following “ee 
tion offered to a congressional committee, in the spring of 1953, by the 
Assistant Secretary for Public Affairs, provides a partial reply. Testi- 
fying in regard to what he termed the “two-way operation” of his 
office-—the gathering of information on public attitudes, and the 
dissemination of information to the public—he commented : 


Secretary Dulles has often stated his belief that a foreign 
policy can only be successful if it has the understanding sup- 
port of the American people. Conversely, if the people un- 
derstand and oppose a given policy, then it is time that policy 
be reexamined. 
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In this comment, “understanding support” and “understanding op- 
position” are stressed. Presumably, then, the Department should 
concerned with the separate views of the “informed” and the “unin- 
formed,” as well as the overall “trend” pattern. The opinion of the 
uninformed, in a democracy, is as much for consideration as that of 
the informed; its separate analysis and evaluation, however, may be 
desirable. 

In fact, however, under the questionnaires employed, the analysis 
and separation of “informed” and “uninformed” responses would not 
have been possible as a rule, for in the Department of State polls 
only infrequent attempts were made to determine the knowledge- 
ability of the persons whose opinions were sought. The testimony 
indicates that the major reasons why this was so is that checking 
knowledge would require additional questions and, by raising the cost, 
would reduce the number of subjects that could be covered with the 
funds allotted. 

In those few instances where an attempt was made to determine 
whether the opinions expressed by the persons interviewed were based 
upon knowledge of the subject matter or not, the outcome would ap- 
pear to discredit the sweeping figures resulting from the broad ques- 
tions of the poll; e. g.: 

1. Periodically during the 14 years of polling, the public has been 
asked whether it approved or disapproved of the way the incumbent 
Secretary of State was doing his job. Since John Foster Dulles 
became Secretary, this question has been asked in every poll but one. 
On one occasion, a preliminary question was asked whether the person 
expressing an opinion knew who Dulles was; if the answer to this 
question was “Yes,” the respondent was asked to identify Dulles. On 
this particular occasion 58 percent expressed approval of Dulles, and 
5 percent expressed disapproval. This means a total of 63 percent 
expressed an opinion on how well he is doing his job, but only 52 
percent of all those interviewed had any idea what his job was. It 
may be significant that this exploratory question was not repeated on 
subsequent polls. 

2. On another occasion, informants were asked how important they 
thought it was for the United States to help the countries of Africa 
to improve their living standards. Only 13 percent said they didn’t 
know ; 87 percent expressed an opinion, 41 percent thinking it was very 
important. When these same persons were asked to name one or 
more countries of Africa, however, 57 percent of them could not name 
any, and only 14 percent could name more than two. 

3. On still another occasion, 51 percent expressed the view that the 
Foreign Service was doing a good job; 20 percent that it was doing 
a fair job, and 6 percent a poor job. Of the people asked then, 77 
percent had an opinion, but only 33 percent had ever heard of the 
Foreign Service, and only 20 percent knew what it did. 

4. When a similar question was asked about the State Department, 
71 percent expressed satisfaction and 9 percent dissatisfaction, making 
a total of 80 percent who had an opinion one way or the other. The 
percentage of those who knew what the main job of the State Depart- 
ment is, however, amounted only to 41. Thirty-eight percent ad- 
mitted frankly that they didn’t know, and 21 percent gave what are 
listed as “incorrect or completely vague answers.” ‘To be listed as 
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knowing, a respondent need only make “any mention of external 
affairs, diplomacy, peace.” 

5. The question which received a 90 percent affirmative response 
and led to the news article which started this inquiry, was as follows: 


Do you think we should or should not continue to send 
economic aid—like machinery and supplies—to countries 
that have agreed to stand with us against Communist aggres- 
sion ? 
Even if it were possible to correct this figure to take into account 
that portion of those questioned which had no informed opinion, it 
would still be necessary to note that the statement for which affirma- 
tive approval is given represents only a very small portion of the 
mutual security program, the bulk of which goes into the maintaining 
of military forces abroad and not into the type of humanitarian 
activity implicit in the phrasing of the question. Yet ICA, in making 
its analysis of this apparent approval of a very small part of our 
foreign aid program, and by distorted interpretation, made it appear 
that 90 percent of the American people were in favor of our entire 
foreign aid program. 
8. Lack of care in interpreting results: 


The examples above are pertinent to the final observation that the 
results of any public opinion poll are of value only to the extent that 
they are properly interpreted. 

The “90 percent” question, as noted above, led to an interpretation 
within ICA that well illustrates the pitfalls. The 90 percent “ap- 
proval” figure, even if it could be corrected to distinguish “informed” 
and “uninformed” opinion, still goes only to a samll part of the total 
mutual security program. In an ICA memorandum dated February 
12, 1956, however, written by William J. Caldwell in response to 
many internal agency queries that had been generated by the Star 
article on February 8, he cites this same figure as representing gen- 
eral approval for the entire program. This misinterpretation, 
whether intentional or not, could lead readers of this memorandum 
to draw conclusions contrary to fact. Similar misinterpretations, 
compounded over a long period, could lead to policy formulations 
based upon false assumptions as to what the public’s attitude was on 
a particular point. 

The Director of the National Opinion Research Center had the 
following to say upon this important subject: “There isn’t any single 
question that can be asked, the results of which cannot be misused.” 
When asked his reaction to the New York Times news story, which 
was based upon information supplied by Caldwell, the NORC Di- 
rector replied, “I was afraid somebody would blame us for the inter- 
pretation * * * It isa possible interpretation, but I think it certainly 
goes off the deep end.” 


IIT. Leaxace or Pott Resvits To THE Press py ICA OrriciaAts 
A. WASHINGTON STAR STORY 


In November 1956, the NORC conducted for the State Department 
a poll identified as Survey 399, and on November 15 the results of 
that poll were forwarded to the Department of State. Question 
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No. 22 was the one quoted in the preceding section to which a 90 per- 
cent affirmative response was received. 

The NORC report went to the Division of Public Studies of the 
Department of State. Pursuant to its regular practice of issuing 
Special Reports on American Opinion based upon results of NORG 
polls, that Division issued a report on December 20, 1956, based upon 
Survey 399. Copies of this special report, as was generally true of 
all, went to the ICA, one of them being directed specific: ally to the 
attention of William J. Caldwell, Director of ICA’s Office of Public 
Reports. 

Caldwell had, for some time, followed the intermittent practice 
of briefing these special reports for what is known in ICA as the 
executive log, a reading file for senior ICA executives. Sometime 
shortly after December 20, he prepared a memorandum for the execu- 
tive log, based upon the Department’s special report of December 20, 
and making reference to “the November poll of public opinion.” 

According to State Department witnesses, the poll results as such 
did not carry a security classification, although from a custodial 
standpoint they were treated as though they did. However, when 
the results were subsequently used in reports, they were usually 
classified. The November poll, when embodied in the special report 
of December 20, bore the so-called “administrative” classification of 
official use only. It is the subcommittee’s understanding that a viola- 
tion of the restriction by an employee constitutes a breach of the De- 
partment’s security regulations, and invokes disciplinary ac tion. The 
Department of State regulations provide in section 195.52 that the 
determination of whether official use only material may be pelos sed to 

the public is a determination to be made by “the chief of the originat- 
ing or action office.” That regulation further provides 


official use only material may be released provided (1) the 
material or information is clearly advantageous to opera- 
tional requirements and is in the national interest, and (2) 
the Department of State or United States Government pol- 
icy on releases to the publie will not be violated. 


Caldwell’s executive log summary of the December 20 report bore 
the same classification as its source, “official use only.” 

The next [CA document in this chain was a memorandum to Ser 
well, dated February 4, 1957, from a subordinate, Frederick J. O. 
Blachly. This memor: andum purports to be a general analysis of 
current public attitudes on foreign aid, but it draws most heavily upon 
the NORC November poll as re ported by the Department on December 
20. Blachly analyzed some of the figures, thereby arriving at certain 
percentages which are found in no other document except this partic- 
ular memorandum. This memorandum was on Caldwell’s desk on 
February 7, and the information he provided to a Washington Star 
reporter was obtained from this document. A careful scrutiny of the 
Star article by any person familiar with the several documents in- 
volved makes it perfectly clear that the Star article could have come 
only from this February 4 memor andum. 

Blac ‘hly violated sec urity regulations in preparing this memoran- 
dum, in that it bears no classification, although he knowingly drew 
material from the Department’s report which had been classified 

“official use only.” However, this absence of a classification on the 
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Blachly memorandum in no way excuses Caldwell for releasing the 
information to the press, since he knew that its source, the November 
oll, was classified. 

Caldwell states that he thought that the classification of this 
particular material had been removed prior to his giving the story 
tothe Star. However, he made no effort to check with the Department 
of State officials to see if this were the case. In fact, the subcommittee 
established that the classification was not officially removed until 
February 25, 1957. 

B. NEW YORK TIMES STORY 


Subsequently, Caldwell released additional classified information 
tothe press. At the request of NORC, the Department had permitted 
the periodical publication of Occasional Reports by that organization, 
summarizing trends of polling results for scholars and others inter- 
ested in polling—upon the condition that the polls not be attributed 
to the Government. The State-NORC contracts bore the security 
classification “confidential,” imposed by the Department, and the fact 
that State had any connection with the polls was considered to be in 
the same classification. 

Sometime in early March, when he received a copy of NORC’s 
Occasional Report No. 4, dealing with foreign-aid polls, Caldwell 
called a reporter from the New York Times into his office and gave 
him a copy of the report, in order that it might form the basis for 
a news story. At this interview, Caldwell revealed to the reporter 
that the polls had been conducted for the executive branch. As noted 
previously, the connection of the Government with these polls was 
considered by the Department of State to be classified information, 
and to this end the contracts with NORC were marked “confidential.” 
The classification was not removed by the Department until July 1, 
1957, during this subcommittee’s hearings. 

Caldwell testified before the subcommittee that he had received no 
reprimand for these breaches of security regulations, and that no 
superior in State or ICA had even discussed them with him. 


C. THE QUESTION OF “CLASSIFICATION” 


There is, at the very least, a considerable doubt whether the poll 
contracts and related documents and information properly bore any 
classification, even at their inception. The National Science Founda- 
tion has listed these polls as an “unclassified” project of the Depart- 
ment of State since 1953, which increases the doubt as to the current 
validity of the classification. 

Nevertheless, the Department of State, which had originated the 
classification of this information, did not see fit to remove it, as its 
regulations provide a means for doing. If an individual employee 
can disregard the decision of officials properly charged with the classi- 
fication authority, then the whole system of classification becomes 
meaningless. 


D. Os. t1RUCTION OF CONGRESSIONAL INQUIRIES 


It is difficult to reconcile the aplomb with which the executive agen- 
cies concerned have greeted these leaks, by presumably responsible 
employees, with the great resistance the subcommittee and individual 
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Members of the Congress have encountered from these same agencies 
in seeking to develop the facts embodied in this report. 

As a result of the February 8 eel in the Star, Representative 
Glenard P. Lipscomb (Repul dlican, California) wrote to the Direc- 
tor of ICA, inquiring as to the source and sponsorship of the poll re- 
sults reported in the news article. He received an evasive reply, con- 
taining half-truths and deliberately misleading statements. This re- 
ply was drafted by Frederick J. O. Blachly, an official in ICA’s Office 
of Public Reports. 

A collateral result of the Lipscomb inquiry was the stimulation, 
from outside sources, of a letter-writing campaign from his congres- 
sional district, intended to make it appear that his constituents sol- 
idly favored the foreign-aid program. These letters were written at 
the urging of a national organization duly registered as a lobbying 
group, based upon information supplied to it by an employee of 
ICA’s Office of Public Reports, who had been shown the Lipscomb 
letter by Blachly. 

The subcommittee does not question the right of a private organi- 
zation to act as this one did, but feels that the impropriety of the ICA 
employee’s action in this case is so clear as to require no further com- 
ment. 

This subcommittee and its staff, in the course of the present in- 
quiry, encountered a strong disinclination to provide the facts, on the 
part of employees of both the Department of State and the Inter- 
national Cooperation Administration. In the course of the hearings 
which accompanied the inquiry, the subcommittee had many occasions 
to note a disturbing lack of candor. 


CoNCLUSIONS 


1. The payment for public opinion polls by the Department of 
State, with funds from the appropriation entitled “Emergencies in 
the Diplomatic and Consular Service,” was illegal. 

2. Section 291 of the Revised Statutes permits the Secretary to 
make expenditures from this appropriation without explaining their 
purpose and precludes postaudit by the General Accounting Office. 
The Secretary’s use of section 291 for certification of poll expenditures 
was improper and without adequate foundation. 

3. The use of “emergency” funds and the section 291 authority 
had the effect, whether intentional or otherwise, of concealing the 
conduct of the polls from the Congress, and of enhancing the propa- 
ganda value of poll results by making them appear to have no oflicial 
gov ernmental connection. 

. The polls failed in the main to assess the degree to which those 
sieuevaiee ed were or were not informed upon the subjects about which 
questioned. This often led to absurd results, some of which have been 
cited in this report. It can also lead, and in this case did lead, to 

major misinterpretations of results. 

5. The Bureau of the Budget was remiss in failing to object to the 
illegal use of “emergency” funds for public opinion polls, although 
it had full knowledge of such use for the past 6 years. 

6. The Bureau of the Budget failed to measure up to its responsibili- 
ties under the Federal Reports Act, not only with respect to the deter- 
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mination of reasonable need for the polls, but also the statutory re- 
quirement that it review and approve specific questions. : 

7. Although the subcommittee questions the propriety of the classi- 
fications borne by much of the material considered, the classifications 
were imposed in accordance with appropriate regulation and the 
judgment of the classifier, and cannot be set aside by individual sub- 
ordinate employees who may disagree with that judgment; therefore: 

(a) Frederick J. O. Blachly, of ICA, violated security regulations 
in using substantial portions of a document classified “official use 
only” (Department of State’s Special Report of December 20, 1956) 
in drafting another document which he did not properly classify (his 
memorandum of February 4, 1957). Although this violation was of 
a somewhat technical nature, it contributed to the more serious viola- 
tion involved in William J. Caldwell’s release of this information to 
the Washineton Evening Star. 

(b) William J. Caldwell, of ICA, violated security regulations in 
providing classified information to a Washington Evening Star re- 
porter on or about February 7, 1957, which led to the publication of 
a news item on February 8. This same release of information violates 
the spirit, if not the letter, of the Dworshak “antipropaganda” amend- 
ment to the Mutual Security Act, since the selective nature of the 
information released, the unprecedented nature of the release, and the 
timing of the release shortly before congressional consideration of the 
annual budget, combine a raise a presumption that its purpose was to 
influence both the public and the Congress favorably toward the for- 
eign aid program. 

(c) Caldwell violated security regulations again in March 1957, 
when he provided a New York Times reporter with the information 
that the NORC polls were sponsored and paid for by the executive 
branch of the Government, which information bore, as he knew, the 
security classification of confidential. 

8. The failure of ICA or the Department of State (whose classifi- 
cations were violated) to take disciplinary action against Caldwell 
and Blachly, for the activities discussed in the immediately preced- 
ing section, is an indication of official tolerance of their conduct. 


RECOMMENDATIONS 


1. That the Department of State reexamine uses it has made, and 
is making, of the funds appropriated under the heading, “Emergen- 
cies in the Diplomatic and Consular Service,” and of the exercise of 
the Secretary’s authority to “certify” such expenditures under sec- 
tion 291 of the Revised Statutes, in order to determine whether any 
additional items appear which might be considered to be illegal or im- 
proper. The discovery in this inquiry of the use of “emergency” 
funds for public opinion polls, and the discovery in an earlier inquiry 
by this subcommittee (H. Rept. 2172, 84th Cong.) that a similarly 
questionable expenditure had been made for a management survey, 
indicates a lack of meticulousness on the part of the Department with 
respect to the use of these funds. 

2. The subcommittee expresses no opinion on the propriety of con- 
ducting future polls with proper funds, but, in the event the Depart- 
ment of State plans the conduct of any future polls, recommends that 
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proper care be given to insure that the sample is sufficiently large to 
permit adequate analysis, and sufficiently representative of the popu- 
lation at large to avoid distortion; and that the questions are so 
phrased as to differentiate between informed and uninformed opin- 
_ and to avoid stimulating par ticular conclusions. 

That the International Cooperation Administration and the De- 
partment of State reexamine their congressional liaison policies and 
practices, with a view toward increasing the candor of their responses 
to requests for information by congressional committees and individ- 
ual Members. 

That the Bureau of the Budget reexamine the manner in which 
it discharges its responsibilities under the Federal Reports Act of 
1942, in order to insure that the determinations required by law are 
made conscientiously, and that the Bureau’s approval does not become 
a mere formalism accomplishing no useful purpose. 

. That the Congress consider remedial legislation, directed at sec- 
dith 991 of the Revised Statutes, to provide for careful review and 
postaudit outside the executive branch, on a confidential basis where 
necessary, of expenditures “certified” thereunder. 


O 
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LETTER OF TRANSMITTAL 


Hovser oF REPRESENTATIVES, 
Washington, D.C., August 14, 1957. 
Hon. Sam Raysurn, 
Speaker of the House of Representatives, 
Washington, D.C. 

Drar Mr. Speaker: By direction of the Committee on Government 
Operations, I submit herewith the committee’s 12th report to the 85th 
Congress. The committee’s report is based on a study made by its 
Legal and Monetary Affairs Subcommittee. 


WituraM L. Dawson, Chairman. 
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Mr. Dawson of Illinois, from the Committee on Government Opera- 
tions, submitted the following 


TWELFTH REPORT 


On August 14, 1957, the Committee on Government Operations had 
before it for consideration a report from its Subcommittee on Legal 
and Monetary Affairs, entitled, “Railroad Accounting Procedures 
(Prescribed by the Interstate Commerce Commission).” 

After full consideration of the report as submitted by the subcom- 
mittee, upon motion made and seconded, the report was approved 
and adopted as the report of the full committee. The chairman was 
directed to transmit a copy to the Speaker of the House. 


Il. INrRopUCTION AND BACKGROUND 
A. PUBLIC CRITICISM OF ICC RAILROAD ACCOUNTING PROCEDURES 


On February 13, 1957, an article in The Wall Street Journal reported 
a speech by Mr. Leonard Spacek, partner, Arthur Andersen & Co., 
certified public accountants, in which Mr. Spacek took sharp issue 
with accounting procedures for railroads prescribed by the Interstate 
Commerce Commission.' Mr. Spacek alleged that divergencies 
between ICC railroad accounting procedures ‘and generally accepted 
accounting principles result in overstatement of current income and 
inaccurate property accounting. Mr. Spacek alleged further that 
these divergencies are of such | magnitude that the investing public 
rather than bei ing protected by the Interstate Commerce Commission 
(which has virtually exclusive jurisdiction over carrier securities) was 
being led to a “shearing.”’ 

1 See. 20 of the Interstate Commerce Act, among other things, authorizes the Commission to (1) obtain 


financial reports from railroads as the C ommission deems necessary, and (2) prescribes railroad accounting 
procedures theeugh a uniform system of accounts. 


1 








2 RAILROAD ACCOUNTING PROCEDURES 


In mid-1956, the American Institute of Accountants, at the request 
of the New York Stock Exchange, created a committee on rela- 
tions with the Interstate Commerce Commission to inquire into the 
problem of 


clearing the principal divergencies between accounting prac- 
tices of railroads and generally accepted accounting princi- 
ples of other industries. 


Mr. Spacek charged interference with the inquiry by some railroad 
officials and some members of the AIA committee. He said that the 
railroads had told the AIA committee to make sure that— 


No recommendations are made which would affect the rail- 
road companies adversely from the standpoint of regulation 
or income taxes, 


A special investigating committee of the AIA found that this 
charge was “‘not sustained.”’ 

In his speech, Mr. Spacek criticized the use of replacement account- 
ing for railroad-track structure. Replacement accounting requires that 
most of the costs of new rails and ties be charged as expense items 
rather than being set up as capital assets with regular depreciation 
charges as would “be bocenes if generally accepted accounting princi- 
ples were followed. Spacek attacked the reliability of railroad current 
income statements which he said reflect tax refunds and tax credits 
from other years (adherence to generally accepted accounting princi- 
ples would require that tax adjustments for prior years be made 
through the surplus account rather than be shown as current income), 
He also said that railroads do not charge current income with tax 
deferrals resulting from rapid amortization of emergency facilities 
purchased under the provisions of section 168 of the Internal Revenue 
Coda of 1954 (or sec. 124A of the 1939 Internal Revenue Code). Asa 
result, he alleged current income is further overstated because of the 
payment of unusually low taxes due to rapid tax amortization. He 
also stated future income will be deflated when the taxes deferred as 
a result of tax amortization are paid, because no reserve for deferred 
taxes is prescribed under ICC accounting procedures. 

Public attention had also been focused on these railroad-accounting 
divergencies in the financial press and in market analyses on railroad 
securities prepared by member firms of the New York Stock Exchange. 

Initially the interest of the subcommittee in ICC prescribed railroad- 
accounting procedures was generated by a brief item in one of the 
financial journals in September 1956. This item referred to large 

‘phantom passenger deficits’ attributed to accounting methods 
prescribed by the Interstate Commerce Commission. Staff investiga- 
tion revealed the item referred to the conclusion of a critic of ICC 
accounting procedures who contends, since passenger traffic accounts 
only for about 8 percent of total railroad revenues, that only 
expenses which would be “avoided” if passenger service were elim- 
inated should be charged to such service. Under ICC rules, passen- 
ger operations bear an allocable share of all maintenance and over- 
head expenses. In conferences with ICC officials, it was learned that 
the Commission is undertaking a lengthy study of all phases of 
passenger operations. On April 5, 1957, the ICC released a notice 
of proposed rulemaking entitled “Separation of Operating Expenses 
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Between Freight and Passenger Service’ (published in the Federal 
Register, April 11, 1957), which states, among other things, that— 


particular attention will be given to bases for distributing 
those expenses which are not directly related solely to freight 
service or solely to passenger and allied services so that the 
operation will be more equitable and informative and 
generally more useful to the Commission, the carriers and 
the public. 


Because of the development of public controversy on more basic 
accounting matters, the subcommittee study of passenger-service 
deficits has been deferred. 


B. THE SIGNIFICANCE OF ACCOUNTING 


The consequences that flow from adherence to any system of 
accounting have far-reaching effect. This is especially so in the case 
of regulated industries such as the railroads. 

The payment of Federal and State income taxes, ad valorem and 
franchise taxes and taxes to local bodies, the revenue receipts of 
these governmental bodies, the payment of dividends, the buying and 
selling of securities, stockholders’ reports, information for manage- 
ment, regulatory purposes—are some of the areas in which accounting 
has vital impact. 


Il. HearRINGSs AND THE AMERICAN INSTITUTE OF ACCOUNTANTS 
ReEportT 


A. INFORMAL CONFERENCES AND PUBLIC HEARINGS 


Shortly after the publication of Mr. Spacek’s speech, and staff 
study of the issues, the subcommittee held informal conferences with 
Mr. Spacek and with representatives of the Commission. 

On March 5, 1957, the subcommittee met with Mr. Spacek. On 
March 7, after a transcript of Mr. Spacek’s views was made available 
to the Interstate Commerce Commission, the subcommittee met with 
the chairman and staff representatives of the Commission. Public 
hearings on railroad-accounting procedures prescribed by the Inter- 
state Commerce Commission, with particular emphasis on the di- 
vergencies from generally accepted accounting principles commenced 
on April 30, 1957, and were terminated on May 3. Witnesses at these 
hearings (in the order of their appearance) were as follows: 


Mr. Howard D. Murphy, Price, Waterhouse & Co., certified 
public accountants, chairman of the committee on relations 
with the Interstate Commerce Commission of the American 
Institute of Accountants 

Commissioner Anthony F. Arpaia of the Interstate Commerce 
Commission, accompanied by— 

Mr. Cee il W. Emken, Director, Bureau of Accounts, Cost 
Finding and Valuation (of the Commission) 

Mr. Phillip L. West, vice president, New York Stock Exchange 

Mr. Walter F. Hahn, Smith, Barney & Co., member firm of the 
New York Stock Exchange 

Mr. Pierre Bretey Hayden, Stone & Co., member firm of the 
New York Stock Exe change 
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Mr. Leonard Spacek, Arthur Andersen & Co., certified public 
accountants 

Mr. A. R. Seder, vice president—finance, accounting, taxation, 
and valuation, Association of American Railroads 

Mr. Garrard W. Glenn, vice president—law, New York Central 
system 

Mr. John E. Kusik, vice president—finance, Chesapeake & Ohio 
Railway Co. 


B. AMERICAN INSTITUTE OF ACCOUNTANTS REPORT 


On March 28, 1957, the report of the committee on relations with the 
Interstate Commerce Commission of the American Institute of 
Accountants, was forwarded to the Chairman of the Interstate Com- 
merce Commission. 

The report, which notes that— 


the principles of determining and reporting annual income 
to railroad investors differ materially from those followed 
in other industries— 


is the outgrowth of interest of the New York Stock Exchange. 

Because of the importance of these differences in the field of financial 
reports, on March 17, 1956, Mr. Phillip L. West, vice president of the 
New York Stock Exchange, wrote to Commissioner Arpaia, then 
Chairman of the Commission, as follows: 


Such divergencies have caused the opinions of independent 
public accountants as published in the annual reports to 
stockholders of railroad companies to state that the financial 
statements are in accordance with principles and methods of 
accounting prescribed or authorized by the ICC whereas in 
other industries it is customary to state that the accounts 
are in accordance with accepted principles of accounting. 
It would appear to be most desirable if a method could be 
found to bring railroad accounting into agreement with 
generally accepted accounting principles and to have the 
opinions of independent public accountants ? included in 
reports to stockholders of railroad companies conform to the 
practice followed in all other industries. 


The report notes that— 


As a means of accomplishing his objective, Mr. West sug- 
gested the appointment of a committee of the American 
Institute of Accountants to work with the Interstate Com- 
merce Commission. The Chairman of the Interstate Com- 
merce Commission agreed to this suggestion in a letter dated 
May 21, 1956, and the present committee was appointed by 
the president of the American Institute of Accountants. 


2 ICC regulations do not require independent audit of railroad accounts, 
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In his testimony before the subcommittee, Mr. West, expanding 
on the background of the Exchange’s interest in railroad stockholder 
reports, said: 


while our examination of railroad financial reporting has 
gone on for some years, the entire question was brought to 
the fore by the publicity given the report of a railroad com- 
pany for the year 1955. The carrier involved had indicated 
net income for the 11 months ended November 30, 1955, of 
$9,275,000. At the year end, on the basis of advice from 
independent accountants then acting in an advisory capacity, 

net debit adjustments of $4,444 607 were made, and net 
income for the year was disclosed at $4,246,534. The 
adjustments were characterized as reflecting a year-end 
review of the adequacy of certain reserves and final classifica- 
tion of amounts held in suspense during the year and other 
items. It is our view that adjustments of this magnitude 
would not have been required had the accounts been subject 
to the continued scrutiny of independent public auditors. 


The report states six variations in railroad accounting requiring 
correction to conform with generally accepted accounting principles 
as follows 


The retained income account (formerly called profit and 
ni account) of the railroads relieves current income of 
items which under generally accepted accounting principles 
Ww ould be included as charges or credits in current income. 

2. Appropriations are made by railroads under the 
category of ‘disposition of current income” for items such 
as sinking funds and other capital requirements which 
under generally accepted accounting principles are not of an 
expense nature and would not be chargeable to income. 

Income taxes are dealt with on the basis of charging rail- 
way operating expenses for essentially all accruals and adjust- 
ments of income tax, whereas other industries allocate a por- 
tion of such taxes to other accounts and/or to other years 
when there are divergencies between the handling of major 
items of income or expense for tax purposes and for financial 
accounting purposes. Also no reserves are maintained for 
deferred taxes resulting from tax amortization or accelerated 
deprec lation. 

4. The acquisition adjustment account of the railroads 
comprises a variety of diverse elements. Under generally 
accepted principles of accounting, identification and segrega- 
tion of the respective elements would be required and, as to 
certain elements, the establishment of a policy for ultimate 
disposition might be appropriate. 

The railroads do not deal with long-term debt maturing 
in 1 year and certain other liabilities as current liabilities. 

Voucher drafts outstanding are shown as liabilities 
rather than reductions of cash. 


95692—57——-2 
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With respect to replacement accounting, the report states: 


The committee believes that “replacement” accounting 
does not accord with practices generally followed by other 
industries. As to track components, however, the com- 
mittee, in consideration of the long history of the use of 
replacement accounting by railroads with respect thereto, 
the unique nature of this category of railroad property, its 
relatively stable physical quantity, and the mature economic 
status of the industry, has concluded, with one member dis- 
senting, that no substantial useful purpose would be served 
by a change to depreciation accounting techniques in the 
absence of evidence indicating that depreciation-maintenance 
procedures would provide more appropriate charges to in- 
come for the use of such property. 


Attached to the report, in addition to the dissent * of one of the 
AIA committee members principally with respect to betterment 
accounting, is a memorandum setting forth details of each of the six 
variations. ‘The matters embraced in the 6 variations, with 2 notable 
exceptions, were contained in a notice of proposed rulemaking dated 
April 12, 1957 (F. R., April 19), by the Interstate Commerce Com- 
mission. Replacement accounting was also made the subject of a 
notice ef proposed rulemaking on “April 2 23, 1957 (F. R. April 27). 

The two exceptions are with respect to reserves for taxes deferred 
as a result of amortization of emergency facilities, and accelerated 
depreciation permitted under the Internal Reve nue Code of 1954. 
These two exceptions will be discussed in detail below. 

Some measure of the intensity of the differences among accountants 
on railroad accounting procedures is evidenced by the resignation 
from the AIA by the dissenting committee member, and in the 
investigation of Mr. Spacek’s charges by the American Institute of 
Accountants, as a result of his public criticism of the ALA committee 
on relations with the Interstate Commerce Commission. 


Ill. Arzas or INQUIRY 
A. REPLACEMENT VERSUS DEPRECIATION ACCOUNTING 


Under ICC accounting rules for track structure, the property 
account contains only that portion of the track structure which 
constitutes a quantity improvement.‘ This is accomplished by cap- 
italizing the first installation and thereafter only capitalizing that 
portion of the replacement constituting the quantity improvement 
(the “betterment’’). An illustration of this type of property account- 
ing is contained in testimony before the subcommittee as follows: 

3 In accordance with ATA procedures, the report was submitted to its committee on accounting procedure 


17 of 19 members present approved the report. No formal dissents were filed. 
4 Since 1943, ICC accounting rules require that other roadway property be depreciated 
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PROPERTY RECORDED ON BOOKS IS UNRELATED TO THE 
PHYSICAL PROPERTY IN SERVICE 





WEIGHT COST OF STEEL 
or PER 
_SIZE OF RAIL RAIL ION. AMOUNT 
(For 1 yd. of (Based on 2 miles 
rail )* of rail )* 
(One rail retired years ago and four pieces 
added of which only one exists today) e 
1875 (original construction) Pe seeeees 60 Ib, + ++-- $67 ----+$ 7,075 
1895 (additional pieces ----- I a 2 seeeeee ZLeees 739 
of rail) 
1925 (additional pieces --~--- a teen eeee | + 3B +++» 1,338 
of rail) 
1940 (additional pieces ----- a Saaiwce ees TE oe ov'secac tees 950 
of rail) 
1955 (additional pieces severe bs see ee eeee Wetter ee 2,872 
of rail) 
FO cule sbine oe oB¥blledh did cb dias Ole $12,974 


, 7 eee $% ++ ** $22,303 


NOTE: The above illustration is based on the cost of steel alone. in 
the assumed case, the railroad property account would include the labor 
of installation of the 60 lb, rail in 1875, Obviously, with the changes in 
ow price level since 1875, the cost of laying the 132 lb. rail in a recent 
year would be several times the cost in the property account. 


*Subcommittee note 
(From statement of Mr. Leonard Spacek.) 
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Thus, the above illustration shows that the 60-pound rails installed 
in 1875 were capitalized. In 1895, when replaced by 80-pound rails, 
only 20 pounds or the “betterment,” was added to the capital account, 
and so forth, until the last entry of the 132-pound rails resulted in 

capitalizing only 17 pounds of the new rails. The balance of the 
cost which is not capitalized is charged as an expense in the year of 
installation. 

One result of replacement accounting is that the property accounts 
for track structure today contain property long since physically re- 
moved from the plant. However as witnesses before the subcommittee 
pointed out, depreciable property through replacements may also be 
carried in the accounts although not susceptible of physical verification. 
It was pointed out that replacement of parts of depreciable property 
are also charged as expense items. Thus an automobile may have its 
engine, doors, and battery replaced, and all such replacements are 
charged as expenses. Notwithstanding that these replacements re- 
sult in essentially a new automobile, the originally purchased auto- 
mobile is carried in the property account. Similar treatment is 
accorded the steel rolling mill where there are changes in rollers and 
in the replacement of doors to a railroad station. ‘These are viewed 
as replacements of parts of the whole unit—and therefore charged as 
operating expenses. 

As previously indicated, the AIA report found that replacement 
accounting ‘“‘was not in accord with generally accepted accounting 
principles in other industries.’”’ In fact, the AIA chairman told the 
subcommittee that he knew of no other industry where replace- 
ment accounting was used. However, he also testified that bet- 
terment accounting was “an acceptable alternative practice’ to 
depreciation accounting in the railroad indsutry. After citing 
four “reasons”? why replacement accounting was acceptable (see 
p. 6, supra) he stated that, “if some one were starting a whole new 

railroad today as a corporate entity, I wouldn’t believe that replace- 

ment accounting was a sound approach” because of the relatively 
small charges to income during the early years “which wouldn’t be 
commensurate with the activity.” 

The chairman of the AIA committee admitted that depreciation 
accounting would have been proper but “having built the railroad to 
the point where it is, I don’t see where we gain anything by changing to 
depreciation accounting.’”’ He added that replacement accounting 
represents an “accurate portrayal of what the railroads have actually 
spent during the accounting period.” However he admitted it was 
his “guess” that replacement accounting actually reflects ‘results of 
railroad operation’’—although he couldn’t prove that conclusion ‘‘one 
way or the other. 

Depreciation accounting is theoretically designed to allocate the 
cost over the useful life of ‘property in order to recoup the investment. 
No one questions that depreciation accounting is a generally accepted 
accounting principle for all industries—even for railroads—but not 
with respect to track structure. 

In 1956, the Canadian counterpart of our Interstate Commerce 
Commission instituted depreciation accounting for track structure. 

However, proposals requiring railroads to adhere to depreciation ac- 
counting for track structure have been met with emphatic resistance 
by our railroads. 
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The “roads’’ contend that such a proposal would have them 
capitalize the cost of repairs. The effect of such a change, it is said— 


would be initially to divert large amounts from charges to 
operation, to the investment or capital account and thereby 
fallaciously indicate larger earnings for the railroads. 


While conceding that depreciation accounting is a generally accepted 
broad accounting principle, the contention is that ‘the track struc- 
ture is a unique piece of property.”” The Association of American 
Railroads told the subcommittee that— 


while basically, it is made up of thousands of lengths of 
steel rail, thousands of items of track fastenings and other 
track material, and millions of crossties laid over tremen- 
dous quantities of ballast and all resting upon a prepared 
grade, it all functions as a continuous unit. What is used 
in the movement of trains is not the rails or ties as separate 
components, but the entire track structure as an entity. 


The railroads claim replacement accounting— 


exactly fits and reflects the physical facts. It treats as cur- 
rent repairs, the cost of work done to maintain the track at 
predetermined standards and states the expense as a charge 
at the time the cost was actually incurred. 


The railroads allege that depreciation accounting for “millions of 
individual track components” raises “serious practical” problems. 
It is conte ended that even with the use of modern high-speed electronic 
data processing equipment which many railroads have acquired (or 
arr about to acquire)— 


depreciation accounting for track structure for millions of 
track components would be an onerous, costly and time- 
consuming job. 


To illustrate the complexity of this problem, reference was made to a 
railroad with 4,624 miles of track, with 1,248,000 standard lengths of 
rail and “millions” of pieces of track fastenings, 12,863,000 crossties 
in 4,372 miles of track and 252 miles in bridge and switch ties. 

The railroads contend that the present “replacement accounting 
method is superior to depreciation accounting since, unlike deprecia- 
tion accounting, it reflects the inflation of price levels. ICC Study 
424 in 1949,° noted that this is a “factor of importance for tax pur- 
poses in periods of inflation.” 

With respect to the lack of provision for eventual retirement or 
abandonment of track structure, the railroads state that the account- 
ing rules provide that the loss in connection with retirement of the 
track shall be charged to operations for the year in which retirement 
occurs. From an accounting viewpoint, it is claimed, this has worked 
“equitably and without distortion of the accounts.” It is contended 
that under replacement accounting the cost of replacing parts of the 
track structure is a substitute for depreciation which obviates the 
necessity for a retirement reserve for such parts. 

The roads told the subcommittee that the present accounting 
practices permit “flexibility” with respect to the track structure. 


§ Relating to depreciation accounting for track elements. 
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Although, it was said, standards of maintenance must be met whether 
traffic is heavy or light, in periods of higher volume of traffic (and 
higher revenue), greater wear and tear requires more repair. It is 
then that heavier expenditures are needed and are more feasible 
financially. When traffic is lighter (and revenue lower), less wear and 
tear requires less repair work and ‘less drain upon the treasury.” 

In his testimony, the chairman of the AIA committee cited five 
‘practical difficulties” entailed in a change from replacement account- 
ing — respect to track structure: 

Use of rail first on main line and its subsequent removal to 
oe and then to branch lines; also the ‘serious problem” 
of valuation of used rail. 

2. The determination of “units of property’? which he de- 
scribed as “an extremely debatable subject.” Ties, the subcom- 
mittee was told, are seldom replaced in a continuous stretch but 
usually through replacement programs of every fourth or fifth tie. 
Thus, it is claimed, attempts to specify any continuous length of 
ties ‘would probably not give a satisfactory result while an 
individual tie is too small a unit for practicality.” It was con- 
ceded, however, that 1,400 feet would be an appropriate unit for 
rail. 

3. Ballast is seldom replaced, “any annual charge could only 
be an estimate of the wastage * * * within the given period.”’ 

4. The change would require restatement of the assets to a 

“historical figure” predicated on the newly defined units of property 
with some provision for accumulated depreciation. ‘The rev ised 
tax basis might be something still entirely different.” 

5. Federal, State, and local taxes are determined through “a 
complicated and tedious give and take process.” <A change in 
the accounting rules would tend to “very material changes in this 
relationship without the benefit of the aforementioned bargaining 
processes.” 

The AIA committee chairman also advised the subcommittee that 
it is impossible to determine whether current replacement expenses 
are greater or less than depreciation charges would be. He said: 


At least four very important decisions must be reached 
before the subject can even be properly analyzed. 
The “units” of property must be defined. 

2. The lives for these units mrst be determined. 

3. The starting point in dollars under the new account- 
ing concept must be determined. 

4. The allowable tax treatment must be determined in 
view of the first three changes. 


He admitted that his committee had made no effort to determine 
the effect on railroad income of a change to depreciation for track 
structure because of the inability to satisfactorily resolve the above 
four points. 

Critics of replacement accounting contend that the operating ex- 
penses and income statement may be manipulated through expendi- 
tures for maintenance. However, in 1949 ICC Study 424 ‘(w hich pro- 
posed a change to depreciation accounting for track structure) noted— 


manipulations through deferring track maintenance work 
is subject to some limitation because of safety requirements. 
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Track in unsafe condition cannot be withdrawn from 
service as in the case of equipment. 


It is also claimed that property accounts do not reflect the actual 
cost of the ties, rails, and other track material presently in the plant. 
It is said, for instance, that rail property accounts reflect only one- 
third of the current price. Study 424 states that, “the understatement 
as of 1946 was estimated to be $868 million.” 

Another alleged drawback of replacement accounting is that the 
balance sheet does not reflect the accrued depreciation or exhaustion 
of service life in the property. In this connection, it is contended that 
since 1936, there has been a cumulative deficiency in deferred rail 
and tie replacements of approximately $1.5 billion, with no reserve 
required under Interstate Commerce Commission’s accounting rules 
for such deferred replacements. This deficiency in deferred replace- 
ments is based on a study made by a staff member of the Interstate 
Commerce Commission’s Bureau of Valuation in 1946 (but not con- 
sidered or approved by the Commission) and projected through 1955 
by Mr. Spacek in his testimony. 

ICC Study 424 states that— 


the property investment accounts cannot be harmonized 
with the original cost records of the Bureau of Valuation. 
Under replacement accounting for rails and other track ma- 
terial, amounts are charged to operating expenses under rail 
relay programs which the Bureau of Valuation includes in the 
cost of the property (under the consequential betterment 
rule). As the Bureau’s figures are used in developing the 
rate base in revenue and rate proceedings, this results in a 
situation where the same expenditure is included both as an 
operating expense and as a capital charge. 


ICC Study 424 also notes that— 


over the 20-year period, 1928 to 1947, inclusive, the total 
amount of the duplication is estimated at roughly $100 
million. 


Study 424 concluded that use level depreciation would— 


serve to permit the income and expense accounts to reflect 
the exhaustion of service life measured by the traffic handled 
It would provide an indication in the balance sheet of tne 
accrued depreciation in the track structure. It would give 
current recognition to the fact that depreciation does accrue 
on track property. 

Study 424 also stated that— 


the existence of depreciation reserves should add stability to 
the carrier’s financial position. 

In Study 424, Interstate Commerce Commission’s Bureau of Ac- 
counts and Cost Finding using Bureau of Valuation original costs as 
the depreciation base found for the period 1935-46 that the total 
recorded maintenance expenses for the three track elements (rail, 
ties, and other track material) exceeded the estimated depreciation 
on a straight-line basis by $472.4 million, or, roughly, $40 million per 
year. If “straight- line depreciation were instituted, income taxes 
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would have increased by $190.5 million or $15.9 million annually, net 
railway operating income would have been increased by $281.9 million, 
an average of $23.4 million, or 2.9 percent. 

For the same period, these maintenance expenses exceeded the 
depreciation on a use basis by $250.9 million, an average of $21 million 
per year. If use depreciation were instituted, income taxes would 
have increased $81.7 million or $6.8 million annually. Net railway 
operating income monk | have increased $169.2 million, an average of 
$14.1 million annually, or 1.7 percent. 

Thus, it found that- 


the total recorded maintenance expenses over the 12-year 
period [1935-46], wold have been reduced by 40 percent 
under straighten depreciation and reduced 18 percent under 
the use basis of depreciation. These figures contemplate the 
use of the original costs as the depreciation base. 


For the year 1946, the study notes the straight line and use bases 
of deprec iation would have reduc ed the recorded maintenance by, 
approximately, $76 million and $39 million, respectively, or by 42 
and 21 perc ent. 

Over the 31-year period [1917-47] using costs of property in service 
as the depreciation base, the recorded expenditures exceeded the esti- 
mated straight-line depreciation charges by 13.4 percent, or $567 
million, an average of $19 million per year. Income taxes would have 
increased $146.2 million, or an average of $4.7 million annually. Net 
railway operating income would have increased by $420.8 million, an 
average of $13.5 million, or 1.7 percent. 

For the same period, these expenditures exceeded the use basis of 
charges by 5.4 percent, or $261.5 million, an average of $8.44 million 
per year. With use depreciation, income taxes would have decreased 
$21.8 million or an average of $0.7 million yearly, 0.4 percent for the 
period. Net railway operating income would have increased $283.3 
million, an average of $9.1 milloin or 1.1 percent. 


The ICC study also noted: 


Had ballast and that portion of account 220, ‘Track laying 
and surfacing,” attributable to the replacement of ties, rails, 
other track material and ballast been included, the above 
effect on the net railway operating income presumably 
would have been magnified somewhat * * *. 

While the extension of depreciation accounting to ties, 

rail, other track material, ballast, and track laying and 

surfacing w ould no doubt throw some added burden on the 
carriers, it is not believed that this would present any unusual 
or difficult problems. The needed records and reports are, 
to a large degree, now being furnished the Bureau of Valua- 
tion (Engineering and Accounting Sections) for the purposes 
of its property records and original cost records. 

The subcommittee received testimony that the conclusions of the 
AIA report on replacement accounting were untenable. It was said 
that its long use in connection with track structure had no bearing on 
its propriety from an accounting standpoint; that the track structure 
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did not differ accountingwise from electric poles, crossarms, gas mains, 
valves, etc., all of which are depreciated by regulated utility com- 
panies; that the stability of physical quantity of the track structure 
was irrelevant since financial statements are stated in dollars not in 
physical quantity. It was stated that the “mature economic status” 
of the railroad industry was not pertinent and that the AIA report 
ignored factual data in arriving at its decision. It was contended 
that the elimination of betterment accounting would open the door 
to the establishment of simple property rec ords and permit the Inter- 
state Commerce Commission to discontinue keeping certain property 
records, thus reducing Government costs. Furthermore, it was 
claimed that depreciation accounting through “uniform cash genera- 
tion’’ would contribute to better and more systematic maintenance 
of track structure. 

As previously indicated notwithstanding the AIA report conclusion 
favoring replacement accounting, the Interstate Commerce Commis- 
sion has commenced rulemaking procedures on this subject. 


B. RESERVES FOR DEFERRED TAXES 


1. The American Institute of Accountants report 


In the explanatory data on third variation contained in the memo- 
randum accompanying the AIA report, the committee referred to 
two important areas of divergence from generally accepted accounting 
principles ° as follows: 


AMORTIZATION OF EMERGENCY FACILITIES 


In the case of emergency facilities, a portion of the costs 
of which is permitted to be amortized over a period of 5 years 
for income tax purposes but is depreciated over their esti- 
mated lives in the accounts, generally accepted practice 
requires that provision be made for deferred income taxes 
(payable in future years) in amounts equal to the current 
income tax reductions. In subsequent years, after the end 
of the amortization period, appropriate charges would then 
be made to the deferred tax account with corresponding 
credits to the income tax provisions. In view of the sub- 
stantial amounts of such facilities it would be appropriate, 
under generally accepted practice, to make retroactive 
adjustments at this time in order that the balance sheets 
and income statements in the future may reflect the allocation 
of taxes to such years. 

During World War II special tax legislation was passed 
under which the cost of certain capital facilities designated 
as ‘‘emergency facilities’? would be written off over a 5-yea1 
period (or less, under appropriate circumstances). At the 
time of this legislation a great many corporations were 
building facilities not consistent with their usual lines of 
production and at inflated costs, because of the need for 
getting into production as soon as possible to assist in the 

* Ch. 9, of the Restatement and Revision of ee Research Bulletins (Accounting Research Bull. 


No. 43) of the American Institute of Accounta , preseribes accepted methods of handling amortized prop- 
erty for accounting purposes. Bull. No. 44 auiee to procedures for handling accelerated depreciation, 
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war effort. Consequently, it was considered desirable to 
allow the cost of such facilities with their indeterminate life 
to be written off during the emergency tax period. At that 
time the Interstate Commerce Commission ruled that, to the 
extent the railroads were given permission to amortize such 
emergency facilities, they should also record on their books 
the same amounts of amortization. This was consistent 
with the general practice followed by industry, and it 
consequently resulted in certain productive facilities being 
written off on the books and for tax purposes over a much 
shorter period than would otherwise have been the case. 
Thus, the records and reports to investors reflected the 
practice followed for tax purposes. 

Subsequent to World War II with the outbreak of the 
Korean hostilities, similar legislation was again passed, 
although the genera! practice was to allow rapid amortization 
on something less than the entire cost of the emergency facili- 
ties. Nonregulated industry has been somewhat divided in 
its accounting for this amortization and the related tax 
effects, although generally one of the following two bases has 
been adopted: (1) amortization has been recorded on the 
books in the same amounts as taken for tax purposes 
(similar to the treatment required by the Interstate Com- 
merce Commission during World War II), or (2) where only 
normal depreciation has been recorded on the books, a de 
ferred tax reserve has been provided equivalent to the 
amount of the temporary tax reduction resulting from 
deducting amortization of emergency facilities for income-tax 
purposes. In considering the course to be adopted by the 
railroads, the Interstate Commerce Commission held hearings 
and decided to permit the railroads to record on their books 
only normal depreciation at the rates prescribed by the Com- 
mission and to prohibit any provision for deferred income 
taxes. 

Many roads are deducting amortization on these facilities 
in computing the amounts of income taxes to be paid. Asa 
result, provision for Federal income taxes is shown at a con- 
siderably lower amount than would otherwise be required and 
the resulting net income is correspondingly higher. At the 
end of the amortization period when substantial amounts of 
book depreciation will not be allowed as tax deductions, the 
reverse situation will be true. Many railroads have recog- 
nized the need for clarification of this situation and accord- 
ingly have attempted to explain the reported earnings by sup- 
plementary footnotes and by comments in the narrative 
portions of their reports to stockholders. While such dis- 
closures may be helpful, they do not, in our opinion, cure the 
basic variation from generally accepted accounting practice. 


ACCELERATED DEPRECIATION METHODS 
We believe that the declining-balance method and the 


sum of the years-digits method of depreciation, as allowed 
far tax purposes by section 167 of the Internal Revenue 
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Code of 1954, are acceptable for financial accounting pur- 
poses. Under these methods, a greater portion of the cost 
of facilities is amortized over the earlier years of life and a 
correspondingly lower portion in the later years. Mainte- 
nance costs are normally much higher in the later years and 
therefore these depreciation methods may accomplish a 
more reasonable distribution of the total interrelated costs 
of property exhaustion and property maintenance. For 
this reason a great many eet companies have adopted 
these methods of depreciation for financial accounting pur- 
poses as well as for tax purposes. 

In a great many companies there have always been differ- 
ences between book and tax depreciation. However, if one 
of the aforementioned methods is used for income tax pur- 
poses and the straight-line method is continued in the ac- 
counts, a very material difference may be created. There- 
fore, if the Commission requires the continuance of straight- 
line depreciation in the accounts even though some railroads 
have adopted one of the accelerated methods of depreciation 
for tax purposes the question would arise whether it would 
not be appropriate to give accounting recognition to deferred 
income taxes. In this connection it should be pointed out 
that provision for the deferment of income taxes under similar 
circumstances is commonly followed by other types of regu- 
lated companies under the jurisdiction and with the approval 
of many regulatory commissions. 


The subcommittee was told that the Civil Aeronautics Board, the 
Federal Power Commission, and the Securities and Exchange Com- 
mission, as well as the majority of State regulatory agencies, require 
such reserves. 


2. 1951 decision 


On December 21, 1951,’ the Interstate Commerce Commission re- 
jected setting up reserves for taxes deferred as a result of rapid tax 
amortization (docket 30920; 284 ICC 9). 

The overwhelming majority of railroads in that proceeding advo- 
cated that they be permitted the same writeoff on tax amortized 
property for book purposes as for tax purposes (the practice in effect 
during World War II). Four railroads proposed a “tax equalization 
plan’ whereby the tax saving resulting from the use of rapid tax 
amortization over straight- line depreciation in each of the 5 years 
would be credited to a reserve designed to “cushion” the effect of the 
lack of tax deduction in the postamortization period. However, the 
Commission rejected the reserve concept and directed that railroads use 
straight-line depreciation for book purposes on tax amortized property. 

The opinion stated that— 


the present indications are that a considerable greater amount 
of railroad property will be subject to amortization under 
section 124A ® [now section 168] than that which the carriers 
elected to amortize in the earlier wartime period. 

? Pursuant to an ICC Notice of Rulemaking dated August 20, 1951, and an order dated October 30, 1951, 


assigning the matter for argument. 
* Internal Revenue Code. 
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As of November 15, 1951, according to the opinion, $1,074,349,540 in 
freight cars, locomotives, and passenger cars had been certified for tax 
amortization, and $1,305,898,030 in certification applications were 
pending. 

The Interstate Commerce Commission decision overruled the posi- 
tion of over 100 protesting carriers who, as the decision noted, 
wanted— 


to prevent a showing of unrealistic earnings and unwarranted 
misunderstanding by the public which would lead to false 
hopes of stockholders and prospective investors and ‘‘inequi- 
ties in respect of State tax liabilities, sinking fund payments, 
ete.” 


The Commission found that the object of the proponents of tax 
equalization was 


* * * to avoid what they consider an unduly unfavorable 
showing of current income and we reject the plan because 
accounts kept in accordance with it would not present a true 
picture. 

We are unable to give controlling weight to the expressed 
fears of the railroad carriers that without amortization ac- 
counting or tax equalization, their financial position at pres- 
ent and in the immediate future may appear more prosperous 
to shippers, investors and others than a long run appraisal 
would justify. We do not consider it a proper function of 
accounting to undertake to provide a safeguard against such 
contingencies. 


8. 1956 decision 


On December 7, 1956,° ruling on a petition for reconsideration, the 
Commission again rejected setting up reserves for deferred taxes 
(docket 30920; 299 ICC 463). 

Arthur Andersen & Co. petitioned the Interstate Commerce Com- 
mission, in August 1955, to reconsider its 1951 decision. In its 1956 
decision on the Andersen petition (which was supported by the AIA 
but opposed by the railroads) the Commission noted that the cumu- 
lative amounts of deferrals as a result of tax amortization during the 


§ Notice of Rulemaking issued on November 8, 1955. 
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period 1950-55 was approximately $593 million." The decision fur- 
ther noted that— 


at the peak level during the next 2 years [1957 and 1958] the 
aggregate of the deferrals would be over $1 billion. 


The decision continued: 


assuming again that conditions generally remain unchanged 
for a long period, the amounts so deferred have to be paid by the 
carriers out of future revenues and possibly a portion of the 
burden '' borne by shippers of the future in the form of higher 
freight rates. [Italics supplied.] 


In discussing its 1951 decision, the Commission said that— 


our decision in the prior report was based on exhaustive 
study of all the known facts and the best available estimate 
of the future aspects of the tax amortization program as 
revised following the Korean outbreak. It is acknowledged 
that the magnitude of the expansion of carrier facilities under 

| that program has been greater than the estimates available to 

usin 1951. If we could have foreseen the extent of the program, it 
might have been prudent to require some provision for the con- 
tingency for future higher taxes in the postamortization period. 
[Italics supplied.] But the expansion program has been in 
effect for over 5 years and the expansion goals have been 
reached and the program closed. 





1” Appended to the decision is the following breakdown of carrier facilities certified for amortization (from 
1956 decision): 


Total cost of all carrier facilities certified for amortization during period Dec. $1, 1949, to Dec. $1, 1955 

















Cost of Certified for 
facilities amortization 
Railroad facilities: 
Total for all types of railroad facilities, years ended— Million Million 
BING. Bc. Be cneiictinnid Lhcwusabtciniidsiidadiebiaeam mead $573 $385 
RAE, is ncointcabneveakaanndeceeveantadesamtakalaeneniaee 343 243 
EIOOs ey REAL osteimbchidds cuiedbdn da ddl ehbebideshckdjuaee 1,007 712 
+ RIL EAS. 2 ee emt 1, 915 1, 120 
IN me 1, 097 720 
Gy Aihe Bein ncnilen<iinneedetenncieiednticepenanenndiendginaiees 34 27 
Pett. sii dhdbo~endtd ined dadghhdsséhcsbeabidbeesaeds 4, 969 si S 207 
Number 
Breakdown by types of facilities: of wnits 
SEE TIE. cn-erorct wuermanara aaa adeaeunenssmed team 376, 423 2, 321 1, 732 
SE Tn idnnkinntidddaahhdbndndhbalehibdieeteneel 11, 333 1, 929 L 101 
FP CE ic.tactis nites nildmnisin ei ingelnaigceiatiiniad 791 130 104 
SOOO GE CAPRI, on ck cheb dd bbc cguciiesbdcbuecgshddceiee 589 270 
| le clic acca n carting oomns nan tlia nan 4,00] 3, 207 
Total all carrier facilities: 
PERN ddd ccdddndeidosisidenccteddebidcecavkadidsdibieteelahe 4, = 3, 207 
OUT RIE: CUNT a ok. sn cinta sds <item sgl anedaeindlicndeiaiantainsildiadl 76 
Motor carrier_.....- sede eds eet pensoeartads Stebensacagainaniceatneeda eae amaiaial pega 25 
TI Is erst ci ia tienen seacse muck dlaieaias Meenas aieatec acelin tamiamiantnasiaeial 5, peor SS aes 3, = 
FED DOIONIEND 5.0. ccinnncdeccddcscnsscceciaashsbbbhbbccaddbeak 1, 162 
BE nacadenccerisnneakathniwe pabeen tamed ee 











Source: P ioatans data, Oil and Gas Division, Depeiteneit of the Interior; all other data, Transport 
Mobilization Group, Interstate Commerce Commission. 


u“ As to the possible burden of the tax deferrals on the om of the future, that burden would range 
from 50 to 75 million dollars annually over about 20 years” (299 I. C. CO. 463, 471). 
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Commissioner Arpaia told the subcommittee that the reason for 
the reluctance of the Commission to grant the petition of Arthur 
Andersen & Co. was the following: 


The principal reason was that if there had been a change 
made in the middle of this thing there probably would have 
been a change in the income result of about 20 percent, which 
would have been quite a shock to going rates, because going 
rates would have to be increased by that amount. The 
Commission had to weigh and balance all factors from a 
practical point of view and whether or not it was proper to 
try to anticipate what might happen in the future, and sub- 
stantially aggravate the present inflationary conditions, 
impair the competitive business, by making the change after 
the situation had been in effect for a considerable period of 
time. 


Commissioner Arpaia added: 


Of course, if I had been there in 1951, I would probably have 
decided it the other way. 


In its testimony, the AAR, while conceding that reserves for tax 
deferrals in the case of tax amortization may have been proper in 1951, 
stated that because of the “practicalities of timing,” it would be 
inappropriate to institute such reserves at present. In his testimony, 
Mr. A. R. Seder, AAR vice president, said: 


Whether or not the Commission’s ruling at the time it was 
made was proper is not now the issue * * *. The question is 
whether the ruling should be changed more than 5 years after 
its issuance, and after 6 years’ acc ounts have been closed and 
reported upon to the public in conformity with the ruling. 
The amortization goals have been closed as to the railroads. 
Their stockholders and the investing public generally have 
been thoroughly informed, through annual reports and ample 
financial publicity as to the facts. There is no way now of 
recalling the reports or changing the accounts for the 6 years 
1951 to 1956, exclusive. * * * 

Further than this, the proposed change in accounting for 
Federal income taxes would actually cost the railroads addi- 
tional money and reduce their net income. It is the practice 
of many if not most States to base their assessments for 
levying of taxes upon railroads in part upon a capitalization 
of average net railway operating income over a representative 
number of years. Certain States have this written into their 
law. In these cases the reported income for 1956 and prior 
years has been or is now being used as a basis for determining 
State property taxes. Such taxes have been or are being 
paid. To change the accounting now would rob the railroads 
of future reduced State assessments which would otherwise 
result. It would inevitably tend to increase railroad State 
taxes, rather than to reduce them, * * * 
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A substantial part of the railroad industry was in disagree- 
ment witb the ruling at the time, but having been made, the 
railroads followed it, and significantly no request was made 
upon the Interstate Commerce Commission for reconsidera- 
tion up until some four years later, when Arthur Andersen 
& Co. raised the issue. 

4. Accelerated depreciation 

Whether reserves should be established for taxes deferred as a 
result of the use of the methods of accelerated depreciation permitted 
under the Internal Revenue Code of 1954 has not been acted on by 
the Interstate Commerce Commission. The AIA report recom- 
mended that where the declining balance method or the sum of the 
years digit method of depreciation is used for tax purposes and 
straight line depreciation is used for book purposes that consideration 
be given to the setting up of reserves for that portion of the tax so 
deferred. The AAR witness conceded that there is no question of 
“timing” involved in this proposal and that the setting up of such 
reserves ‘“‘ought to be thoroughly considered.” 
5. Overstatement of earnings 


(a) It is contended that the failure to provide reserves for deferred 
taxes through tax amortization results in the overstatement of current 
earnings.” The following chart submitted to the subcommittee 
during its hearings for the years 1954 and 1955 for railroad stocks 
comprising the Dow-Jones stock average is designed to illustrate the 
extent of such overstatement: 





13 See the following: 


3 methods of accruing rapid amortization 

















; Industrials- 
Railroads public utili- | Industrials 
ties 
Net income before Federal] income taxes and excess of 
amortization over regular depreciation sureeaiaibe $150 $150 $150 
Excess of amortization over regular depreciation fnieiii 50 50 50 
Pre-Federal income tax net income.--. eee 100 | 100 100 
ee eee eee ; 52 52 52 
Incegaentnipnensetpensiicnipapiemediee beseiaeiiceiteh tienda 
Tentative net income--.-- re enctaieieekaon | 48 48 48 
Excess of amortization over regular depreciation __-.--__- 50 ices he 
Preliminary net income_..-...-.-- (iisdi ebbtecaniieionian 98 98 48 
Reserve for future taxes__- ‘ i ste echb tnd ttre oat reapardteiiaigpaiital 2 (*) 
| 
Fe OUNO dad anndcbnpadancninaien hanbeeteaa 98 | 72 48 
| 





«Subcommittee Note: Same deduction for tax and book purposes. 
methods for tax amortization see Research Bulletin 43, pp. 76-79. 


(From statement of Mr. Walter Hahn.) 


For AIA prescribed accounting 
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Overstatement of reported earnings by the railroads comprising the Dow-Jones stock 
averages resulting from improper accounting for tax deferment from accelerated 
amortization of cost of emergency facilities 


Net income 
































Overstatement 
As reported | 4 tain hint ndntiill nn 
Amount Percent 
1954 | 1955 | 1954 1955 1954 | 198 
The Atchison, Topeka & Santa Fe Rail- 
et eee $66, 172,950 |$77, 564, 886 1$9, 003, 724 $10, 000,000 | 15.75 | 14.80 
Atlantic Coast Line Railroad Co_......... mee 747, 486 13, 850, 531. | 4, 576, 000 4, 589,000 | 63.81 | 49. 55 
The Baltimore & Ohio Railroad Co.......| 14, 528,789 | 23,918,782 | 5, 208, 325 5, 806, 327 | 55.88 | 32.06 
The Chesapeake & Ohio Railway Co-.---- | 39, 909,850 | 57, 982, 747 11’ 000, 000 11, 500, 000 | 38.05 | 24.74 
= 4g0, Rock Island & Pacific Railroad | 
WS ei tied a bidvdebdinbobdentddioenct | 18, 669,138 | 16,988,158 | 4,117,000 | 4,509,000 | 28.29 | 36.13 
T he Delaware & Hudson Co. and sub- 
sidiary oompenics....................6<.. | 2,989, 700 | 7,082,668 | 1,612,193 | 1, 502,365 {117.04 | 26.92 
ck, cn ebine di cdintpeunkenswh 6, 378, 652 7, 892, 354 | 3, 059, 284 3, 272, 719 | 92.16 | 70.84 
Great Northern Railway Co_........---.-- 25, 441, 459 | 32,100,000 | 3, 400, 000 3, 700,000 | 15.43 | 13.03 
Illinois Central Railroad Co---- 22, 014, 194 | 26, 542,044 | 2, 965, 468 3, 934, 000 | 15. 57 | 17.40 
The Kansas City Southern Railw: ay Co. | | 
and subsidiaries....................-...- | 10, 973,099 | 12, 103, 538 1, 396, 227 1, 522,000 | 14.58 | 14.38 
Louisville & Nashville Railroad Co.-__-.- | 18, 926,644 | 24, 637, 846 | 6, 983, 000 7, 602,000 | 58.47 | 44.62 
The New York Central Railroad Co. and | | 
DTI SS ee a a benenieeen fds SEIgGWEO Lianacuvecce } 14,300,000 |......- 33. 37 
The New York, Chicago & St. ad | 
I Sa | 14,460,872 | 16, 686,927 | 1, 158, 706 1, 366,668 | 8.71 | 8.92 
Norfolk & Western Railway Co__........| 26, 291, 200 | 38,630,611 | 3,748,000 3, 963,000 | 16.63 | 11.43 
The Pennsylvania Railroad system._.....| 28, 259,519 | 50, 208, 856 |11, 783, 000 7,418, 000 | 71.51 | 17.34 
Southern Pacific transportation system-..-.| 44,354,785 | 51, 644, 703 |13, 685,757 | 14,485, 255 | 44.62 | 39.02 
Southern Railway Co-.............-......- 26, 262,681 | 37,993,249 | 4,048,000 | 4,570,871 | 18.22 | 13.68 
Union Pacific Railroad Co. (note 2)......- | 46, 598, 580 | 59, 523,881 | 9, 230, 335 11, 925, 739 | 24.70 | 25.05 
| — ~ — = 7— 
ORR 2 sae ee 423, 979, 548 |612, 499, 127 |96, 975, 019 |115, 966, 944 | 29. 66 | 23.36 
| | 
NOTES 


(1) The above data were taken from the stockholders reports of the respective companies withou 
adjustment for the accounting errors mentioned in the reports. 

(2) Amounts shown are the Union Pacific’s approximate income from transportation operations. The 
remainder of its net income is primarily from oil and gas operations, 

(3) The Canadian Pacific Railway Co. has been omitted since it is not subject to the accounting re- 
quirements of the Interstate Commerce Commission. The New York, New Haven & Hartford Railroad 
Co. has been omitted since the pertinent data are not available from its stockholders report. 

(4) The data for 1954 have been omitted since the tax effect of the amortization exceeded the reported 
net income for the period. 


(From statement of Mr. Leonard Spacek.) 


Similar data with respect to 1956 and projections for 1957 and 1958 
are contained in the following table submitted to the subcommittee: 
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(a) Although the AAR conceded that reserves for deferred taxes 
resulting from amortization may have been proper if authorized by 
the Commission in 1951, the “cushioning” effect of other factors in 
the postamortization period was cited in mitigation of what one wit- 
ness characterized as the possible “abnormal decline in earnings” in 
the postamortization period with the accrual of the taxes so deferred. 

Increased earnings and business potential due to the acquisition of 
amortizable property, less maintenance expense through improved 
techniques and new equipment, savings in interest as a result of 
moneys made available through amortization, possible reductions in 
corporate tax rates, increased depreciation charges through changes in 
depreciation se hedules, possible reduced earnings, accelerated depre- 
ciation, technological advances resulting in additional economies, and 
development of new sources of traffic revenue, and mechanization of 
administrative work, were all cited as factors cushioning the failure to 
provide reserves for deferred taxes in the postamortization period. 

Although the Interstate Commerce Commission remains adamant 
in its refusal to provide tax reserves for rapid tax amortization, it now 
requires (effective January 1, 1957), as Commissioner Arpaia told the 
subcommittee, that footnotes be inserted on railroad year-end state- 
ments (form A): 


Although we did not order a change in our accounting 
rules, we amended our annual report forms so that all carriers 
will reflect information regarding tax deferrals directly in the 
income and balance-sheet schedules. As a result the finan- 
cial reports filed with us by railroads will be required to con- 
tain explanatory notes as follows: 

(1) Deductions because of accelerated amortization 
of emergency facilities in excess of recorded depreciation 
resulted in reduction of Federal income taxes for the 
year of this report in the amount of $_____.-_---_-_-. 
Without the benefit of such deductions net income would 
RAVO, DOOM Bok wale’ date oticwes 

(2) Provision has not been made for Federal income 
taxes which may be payable in future years as a result 
of deductions during the period December 31, 1949, to 
close of the year of this report for accelerated amortiza- 
tion in excess of recorded depreciation. The amounts 
by which Federal income taxes have been reduced dur- 
ing the indicated period aggregated $___.-.-.-.----. 

This procedure of requiring railroads to include in their 
financial statements an explanation concerning reduction in 
income taxes due to accelerated amortization fully discloses 
the facts to all interested parties. Railroads will be expected 
to disclose the same information in their financial reports 
furnished to stockholders and others and reports released to 
the press. 


The above action was taken as a result of the 1956 decision wherein 
the Commission said: 


we will give consideration to amending our annual report 
forms for all carriers:to reflect information regarding tax 
deferrals directly in the income and balance sheet schedules. 
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Staff members of the Commission have also orally advised the sub- 
committee that consideration is now being given, presumably as a 
result of the subcommittee hearings, to append similar explanatory 
data to monthly financial reports issued by the railroads. 


6. Is the investing public misled? 


Whether the investor is misled as a result of the alleged 
overstatement of earnings is, of course, difficult to determine. 

One securities analyst testifying before the subcommittee, ques- 
tioned— 


whether the so-called unsophisticated investor has been 
deceived by reason of absence of necessary data. Truth 
to tell, the investor—small and large alike—has avail- 
able to him more statistical data, and furnished more fre- 
quently (monthly), than is the case of any other group of 
companies with the sole exception of the electric utilities. 
Because of the wealth of detailed information, the investor 
in rail securities is actually in far better position to judge 
investment values than is suggested by the criticisms 
implied by critics of railroad accounting procedures. 


The same witness also told the subcommittee that-— 


in all too many instances the dividends are paid on the basis 
of the reported earnings, or the stockholders expect the 
dividends to be paid on those overstated earnings; therefore, 
the financial position of the railroads is weakened. 


He said, however, that ‘‘these distortions are relatively minor” 
because of the cushioning factors previously referred to. Another 
securities analyst told the subcommittee that these alleged over- 
statements of reported earnings have even misled directors. 

Some highly respected financial journals have either reported earn- 
ings without reference to tax amortization or with only casual reference 
to the deferment. 

Standard & Poor’s Railroad Securities (Weekly Outlook Section, 
April 11, 1957) in discussing overstatement notes that— 


by this time investors are thoroughly aware of the amortiza- 
tion situation. Hence it must be assumed that it is fully 
reflected in going prices for railroad common stocks. It 
would follow therefore that the gradual elimination of such 
tax benefits will come as no shock to the market * * *. 

We conclude that amortization does give rise to some over- 
statement of earnings. But it seems apparent that but for 
this provision of the tax law, the railroads would not be able 
to spend a fraction of current outlays on equipment and 
improvements that afford handsome returns on the invest- 
ment. Also, railroad management is fully aware that such 
tax benefits are not permanent and presumably is taking 
steps to provide a cushion against their eventual disappear- 
ance. Moreover, it appears to us that the situation has 
been thoroughly recognized in the market and that invest- 
ment policy should be geared to recognition that the tax 
windfall will evaporate gradually, will be replaced by other 
methods of preserving the cash flow, and that there will be 
no sudden adverse impact on earnings. 
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Apparently the ICC was sufficiently alerted through briefs and 
arguments preceding its 1956 decision on tax amortization to require 
footnoted explanations on tax deferment in annual statements effective 
January 1,1957. While this may have been a precautionary measure, 
nonetheless, it seems to recognize the possibility that overstatement 
may be involved or that the investing public may be misled. 


C. MISCELLANEOUS ACCOUNTING PROBLEMS 


As previously indicated (in section IIB, supra), the AIA report 
bie forth six areas in which ICC’s prescribed accounting rules are 
at variance with generally accepted principles of accounting. The 
memorandum annexed to the AIA report expands on the items re- 
ferred to above. Some of these items are as follows: 

(a) Under present ICC rules, profit or loss from the sale of land, 
investment securities, and miscellaneous physical property, are charged 
or credited to retained income (surplus) “in accordance with the 
original concept of separating the results of railroad operations.”’ 

Since these items are “truly part of the results of current opera- 
tions,” the report recommends they should be passed through the 
income account. 

(b) Appropriations for sinking funds and investment in physical 
property have been made from income in financial statements. Gen- 
erally accepted accounting practice requires appropriations for capital 
requirements to be made in the surplus account—not in the income 
account since they are not of an expense nature. 

(c) Under present ICC rules, substantial tax refunds and adjust- 
ments from prior years have been used to inflate current earnings, 
instead of being credited to surplus. 

The report also states that, where there is a substantial amount of 
nonrailway income or expense, distortion is produced when the income 

tax applicable to substantial amounts of income and expense from 
nonrailway operations is included in railway operating expenses. In 
such cases, the tax should be allocated between the major income 
sections. 

(d) Generally accepted accounting practice requires as ‘current 
liabilities” all obligations maturing within 12 months and for which 
there are no plans for refunding. 

(e) Voucher drafts, which are used by many railroads for cash 
disbursements rather chan checks, have not been recorded as dis- 
bursements until payment by the bank. The report recommends 
treating these as a deduction from cash balances for statement pur- 
poses, rather than as liability. 

None of the witnesses before the subcommittee indicated any dis- 
agreement concerning the above variations. 

“Tt should be noted again that on April 12, the ICC announced 
notice of rulemaking on the above items. The rules contained in the 
notice were to become effective on July 1, 1957, “unless otherwise 
ordered after consideration of the views requested.” By ICC order 
dated June 24, 1957, the effective date was postponed to January 1, 
1958. The order stated that— 


responses to that notice which were timely filed in conform- 
ity with its terms by or on behalf of carriers subject to the 
regulations so to be modified, as well as by other interested 
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persons, (1) were generally in agreement that changes so far 
reaching would, by becoming effective July 1, 1957, as pro- 
vided in the notice, distort the accounts within a calendar 
year for comparative purposes; and (2) presented views 
about detailed application of the various modifications which 
were not uniform but all of which merit further consid- 
eration: * * * 


Depreciation: The subcommittee heard testimony that as of 
rhiiede 31, 1955, $10 billion out of $30 billion of proper ty in service 
on class I railroads is not being depreciated—$5.5 billion in track 
structure, $3 billion in grading and tunnels and $1.5 billion in “other” 
property ‘(exclusive of land). It is claimed that this nondepreciated 
property represents two-thirds of the common stockholders’ equity 
($15 billion). 

Track structure depreciation is discussed supra (section ITTA). 

Depreciation of long lived property by Federal regulatory agencies 
such as Federal Power Commission, Federal Communications Com- 
mission, Securities and Exchange Commission, as well as most State 

regulatory agencies, was adverted to as a basis for similar action by 
the ICC. 

Although the subcommittee was told that bulletin F of the Internal 
Revenue Service permits depreciation of reservoirs, dams, roads, 
bridges, grading, ballast, etc., over periods from 50 to 150 years, in 
response to subcommittee inquiry, the Commissioner of Internal 
Revenue advised the chairman of the subcommittee that the “life” of 
grades and tunnels is indefinite. He wrote that only property having 

“determinable useful life reasonably susceptible of measurement” 
can be depreciated. Further, the Commissioner of Internal Revenue 
pointed out, the Interstate Commerce Commission has not permitted 
depreciation of grading and tunnels for book purposes. The Com- 
missioner also pointed out that only the hydroelectric project and not 
the dam as such, is permitted to be depreciated: 

The Commissioner stated that in view of the fact that no major rail- 
road line has ever been abandoned, there is no basis for allowing 
depreciation of grading and tunnels. He further stated. 


Whenever it can be foreseen with reasonable certainty that 
the railway line will be changed or abandoned, the adjusted 
basis of the assets may be written off over the remaining 
period of their lives or deducted in full in the year of abandon- 
ment or retirement if such event couldn’t have been foreseen. 


D. TRANSFER OF JURISDICTION OVER CARRIER SECURITIES 


Because of the accounting deficiencies in Interstate Commerce 
Commission prescribed procedures, Mr. Spacek proposed repeal of 
section 20a of the Interstate Commerce Act which vesis_exclusive 
jurisdiction over the carrier securities in the Interstate Commerce 
Commission. He further proposed that jurisdiction over carrier 
securities be transferred to the Securities and Exchange Commission. 
Such a transfer, it was contended, would insure accounting uniformity. 

Railroad witnesses before the subcommittee pointed out that the 
ICC has more stringent regulation over the issuance of securities than 
the SEC. ICC must first approve whether rail securities can be 
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issued, as opposed to SEC’s authority to insure full disclosure with 
no voice in the issuance of securities if the requirements of full dis- 
closure are met. One railroad witness, noting the “inconsistent sets 
of accounting principles”’ of the SEC and ICC, said that if the Spacek 
proposal were effected, the railroads would be compelled to conform 


to the accounting requirements of the Securities and Exchange 
Commission. 


It must be emphasized, however, that the railroads would 
still be subject to the accounting requirements of their 
principal regulatory body. The Interstate Commerce Com- 
mission, being charged with the responsibility of guarding 
the financial soundness of the railroads and of passing upon 
railroad rates, would still, of course, have to insist that the 
railroads keep their books and prepare their financial state- 
ments in such a way as will, in the expert judgment of the 
Interstate Commerce Commission, help it best to fulfill its 
regulatory function. Thus, the railroads would be subjected 
to the burden and expense of keeping 2 sets of books and of 
preparing 2 sets of financial statements. 


It was contended that new or changed accounting requirements 
can be and are being adopted for the railroads without legislation by 
the Interstate Commerce Commission, and that no purpose would be 
served by the proposed transfer. 

The representative of the New York Stock Exchange stated that 
because of the long standing “association” of the railroads with the 
Interstate Commerce Commission and the ‘“factors’”’ that could arise 
from a change of jurisdiction, the New York Stock Exchange would 
not favor such a transfer. 


E. ICC PERSONNEL PROBLEMS 


In his appearance before the subcommittee, Commissioner Arpaia 
testified that when he became Chairman of the Interstate Commerce 
Commission (in 1955), he was “‘shocked”’ to find that almost 40 percent 
of the personnel in the Bureau of Accounts, Cost Finding and Valua- 
tion (193 now authorized) were eligible to retire within 2 years. 

Recruitment of professional accounting personnel is complicated by 
the minimal starting salaries prescribed by the Civil Service Com- 
mission for accountants. The problem is further compounded be- 
cause government accounting experience is not accredited toward 
obtaining a professional accounting certificate in many jurisdictions, 
including the District of Columbia. 

The personnel difficulties of the Commission in the accounting field 
was very graphically illustrated during the subcommittee’s informal 
conference with Interstate Commerce Commission officials. They 
testified that the Commission had changes in various accounting 
matters under study but no one was devoting full time to these 
problems. 

Despite the fact that for the fiscal year ending June 30, 1958, the 
Commission will have the largest budget in its history, Commissioner 
Arpaia noted that the Commission would have fewer employees than 
it had in 1941—presumably because of increases in salary levels. 
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IV. Conciustons, RECOMMENDATIONS, AND COMMENTS 
A. REPLACEMENT VERSUS DEPRECIATION ACCOUNTING 
Although the report states that— 


replacement accounting [for railroad track structure] is not 
in accord with practices generally followed by other indus- 
tries— 


(nor is replacement accounting used in any other industry), the AIA 
committee found that— 


no substantial useful purpose would be served by a change to 
depreciation accounting techniques in the absence of evidence 
indicating that depreciation procedures would provide more 
appropriate charges to income for the use of such property. 


With respect to such appropriate income charges, the AIA com- 
mittee chairman told the subcommittee that replacement accounting 
reflects “an accurate portrayal” of what the railroads have actually 
spent during the accounting period. However, he also admitted it 
was his “guess” that replacement accounting actually reflects the 
results of railroad operations during a given accounting period, 
although admitting he couldn’s prove his conclusion ‘‘one way or the 
other. 

Although approving replacement accounting for track structure, 
the AIA committee chairman stated that ‘if someone were starting a 
whole new railroad as a corporate entity,’ replacement accounting 
would not be a ‘sound approach” because of the relatively small 
charges to income during the early years of operation. On the other 
hand, he admitted that his committee made no effort to determine 
the effect on railroad income of a change to depreciation accounting 
because of the inability to satisfactorily resolve the four points re- 
ferred to on page 10. 

In his testimony, the AIA chairman said his committee had found 
that replacement accounting was an “acceptable alternative practice” 
to depreciation accounting. The report in support of this conclusion 
cited “‘the long history”’ of the use of replacement accounting for track 
structure, the “unique nature’ of track structure, its “relatively 
stable physical quantity,” and “the mature economic status of the 
railroad industry.” 

The subcommittee wishes to make it abundantly clear that it is 
not advocating a change to depreciation accounting by reason of its 
comments on certain aspects of the AIA report. In “ventilating” this 
problem by means of public hearings and through generating the 
interest of the Interstate Commerce Commission sufficiently to insti- 
tute rulemaking procedures on this subject, the subcommittee has for 
the present effectively discharged its responsibilities in this area. 

The subcommittee wishes to commend the Interstate Commerce 
Commission for instituting rulemaking procedures in order to afford 
the deliberate consideration which so technical a subject warrants. 
The institution of these procedures in the face of a contrary con- 
clusion of the AIA committee is an excellent example of the independ- 
ence of thought and action which must characterize Federal regulatory 
agencies if such agencies are to provide dynamic and aggressive leader- 
ship for the industries they regulate. 
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B. RESERVES FOR DEFERRED TAXES 


1. The record of the Interstate Commerce Commission in this field 
leaves much to be desired. 

While belatedly recognizing the error of its 1951 decision, the Inter- 
state Commerce Commission i in its 1956 decision again rejected the 
reserve concept, principally because of the “shock” to the rate struc- 
ture that reserves would presumably cause. While the subcommittee 
is in no position to assess the effect on railroads’ financial structure of 
establishing reserves for deferred taxes due to tax amortization,” it 
seriously questions the statement in the Commission’s 1956 decision 
that “shippers of the future’? may have to assume “a, portion of the 
burden * * * in the form of higher freight rates” as a result of the 
failure of the Interstate Commerce Commission to require reserves for 
deferred taxes. 

It is difficult to conceive why a “‘paper’’ reserve for a future tax 
liability would inhibit the railroads in any area of activity except 


‘dividend distribution or why there would be such a shock to “going 


rates” or why the public must be penalized for the Commission’s ad- 
mitted deficiencies. It would appear that the ICC is sanctioning some 
kind of mathematical aberration through a fiction of higher earn- 
ings currently as a result of its failure to prescribe adherence to gen- 
erally accepted accounting principles in a procedure which is also at 
variance with that prescribed by other Federal regulatory agencies 
and most State regulatory agencies. 

The possibility of overstatement of earnings and misleading the in- 
vestor has been accorded recognition by the Commission effective 
Januar y 1, 1957, on annual statements, through footnoted explanations 
referred to on page 23 supra. ‘There is no reason why such footnoted 
explanations should not be contained in the body of financial reports 
submitted to stockholders. While it may be true, as Commissioner 
Arpaia pointed out, that the railroads live in a “glass house” as far 
as financial reports are concerned, the stated policy of the Securities 
and Exchange Commission (in its Accounting Service release of 
August 5, 1947) with respect to footnotes is most persuasive: 


In cases where financial statements filed with this Com- 
mission, pursuant to its rules and regulations under the 
Securities Act of 1933, or the Securities Exchange Act of 
1934, are prepared in accordance with accounting principles 
for which there is no substantial authoritative su port, such 
financial statements will be presumed to be miale ading, or 
inaccurate, despite disclosures contained in the certificate of 
the accountant or in the footnotes to the statements pro- 
vided the matters involved are material. 


The AIA in its report with respect to footnoted explanations in 
railroad financial reports said: 


while such disclosures may be helpful, they do not in our 
opinion cure the basic variation from generally accepted ac- 
counting practices. 


8 The 1956 decision notes that the Federal Power Commission amended its uniform system of accounts 
in April 1954 to require such reserves for natural-gas companies (299 I. C. C. 463, 466). 
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The AIA committee chairman stated that the failure to provide for 
reserves for deferred taxes would prevent accountants from certifying 
that financial reports of railroads have been prepared in accordance 
with generally accepted principles of accounting. 

The subcommittee endorses the testimony of the AIA committee 
chairman that— 


holders of railroad securities should be entitled to the same 
protection as the holders of any other securities of com- 
parable corporate structures. 


The subcommittee therefore recommends that the Commission con- 
sider institution of rulemaking procedures with a view to conforming 
financial statements submitted to stockholders and investors to gen- 
erally accepted accounting principles in the foregoing connection. 

2. Closely allied with the above question is consideration of estab- 
lishing reserves for deferred taxes as a result of the use of methods of 
accelerated depreciation routinely available to taxpayers under the 
provisions of the recently enacted Internal Revenue Code of 1954 

No objection was interposed to this recommendation of the AIA 
committee by any witness before the subcommittee. The AAR 
stated that this matter “should be thoroughly considered.” 

It is therefore recommended that the Commission consider institu- 
tion of rulemaking procedures with respect to establishing such 
reserves. 

C. OTHER RESERVES 


The subcommittee wishes to express its concern over the implica- 
tions of testimony of a cumulative deficiency since 1936 of $1.5 billion 
in deferred replacements of ties and rails for which there is no reserve 
(see p. 11 supra regarding these deferred replacements), the failure to 
provide reserves for $1 billion m tax deferments due to rapid tax 
amortization, and deficiencies in depreciation reserves as a result of 
the 1943 “switch” to depreciation accounting for roadway property 
other than rails or ties. 

These combined deficiencies, totaling well over $2 billion (exclusive 
of deferred replacements of ties and rails), could become a staggering 
threat to the continued economic health of the railroads. The Inter- 
state Commerce Commission, in permitting such deficiencies to 
accumulate, may be contributing to the deterioration of the rail- 
roads during a period when competing forms of transportation have 
steadily improved their plant and facilities. It would be most unfor- 
tunate if shippers were literally compe ed, as a matter of economic 
survival, to divert their fre ight traffic from the railroads because of 
increases in freight tariffs engendered by the failure of the Interstate 
Commerce Commission to prescribe businesslike accounting pro- 
cedures. 

The railroad industry is a cornerstone of our national economy. 
If immediate steps are not taken by the ICC requiring the railroads 
to provide for the above deficiencies, direct Government subsidies 

may well be the only assurance of railroad survival. 

The lack of provision for reserves in the areas noted should be a 
matter of continuing concern for the Commission. 
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D. JURISDICTION OF THE ICC OVER SECURITIES 


The Interstate Commerce Commission has the necessary authority 
to correct any accounting deficiencies which may have detrimental 
effect upon the investing public. 

It has already instituted rulemaking procedures to conform its 
accounting rules more closely with generally accepted accounting 
practices. The only evidence of intransigence is with respect to 
deferred tax reserves. 

The subcommittee does not believe that any purpose would be 
served at this time by recommending repeal of the Interstate Com- 
merce Commission’s exclusive jurisdiction over carrier securities as 
provided in section 20a of the Interstate Commerce Act, nor does it 
feel that any real purpose would be served at this time for the reasons 
outlined, to recommend transfer of jurisdiction over carrier securities 
to the Securities and Exchange Commission. 


E. PERSONNEL PROBLEMS 


The subcommittee urges the Civil Service Commission to take early 
action with respect to reappraising the salary structure for critically 
needed accountants. 

With the high rate of retirement of ICC personnel, aggressive meas- 
ures must be taken to insure continuity of function through attracting 
competent professional accounting personnel to one of the most im- 
portant Federal regulatory agencies. 

The cooperation of the American Institute of Accountants is also 
urged in making available to the Commission top professional talent, 
both in supervisory as well as operational positions. 

The subcommittee also urges that the American Institute of Ac- 
countants consider use of its influence upon its members and upon 
local bodies prescribing standards for professional accounting cer- 
tificates to accord credit for appropriate Government service in the 
field of accounting in instances where generally accepted accounting 
principles are adhered to in agency operations or functions. 

The subcommittee heard testimony that the District of Columbia 
does not acknowledge such service as accredited for accounting cer- 
tificates. It is recommending to the District of Columbia Committee 
that it inquire into this matter. 


The subcommittee has been told by a number of sources that were 
it not for the interest in the subject matter of the hearings evinced 
by the subcommittee, the AIA report would not have been completed 
as soon as it was, and that ICC rulemaking procedures would not have 
been so timely instituted. 

Without claiming undue credit in this regard, the subcommittee 
hopes its interest may have had some beneficial effect along the lines 
indicated. 

O 
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Aucust 14, 1957.—Committed to the Committee of the Whole House on the 
State of the Union and ordered to be printed 


Mr. Dawson, of Illinois, from the Committee on Government 
Operations, submitted the following 


THIRTEENTH REPORT 


On August 14, 1957, the Committee on Government Operations 
had before it for consideration a report from its Subcommittee on 
Military Operations entitled, ‘‘Military Clothing Procurement.” 

After full consideration of the report as submitted by the subcom- 
mittee, upon motion made and seconded, the report was approved 
and adopted as the report of the full committee. The chairman was 
directed to transmit a copy to the Speaker of the House. 


Part IL. Inrropuction 
BASIS OF INQUIRY 


This report is based on investigations and hearings by the Military 
Operations Subcommittee concerning procurement of military clothing 
from Wynn Enterprises, Inc. and other companies owned or controlled 
by Herman D. Wynn. 

The subcommittee’s attention was directed to this matter when it 
became publicly known in late 1956 that an $834,000 contract for the 
manufacture of Army cotton trousers had been awarded by the 
Quartermaster Corps to Wynn Enterprises, Inc. The bid had been 
submitted by Mr. Wynn as president of the company. Before the 
date of the award, he was succeeded in the presidency by bis sister, 
Claire Wynn Ross, the wife of Robert Tripp Ross. 

Since Mr. Ross held the position of Assistant Secretary of Defense 
for Legislative and Public Affairs at the time of the contract award to 
Wynn Enterprises, Inc., there was considerable public discussion and 
press comment as to whether he was involved in a conflict of interest. 
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Preliminary inquiries by the subcommittee staff soon indicated that 
the conflict-of-interest issue, while receiving the greatest publicity, 
was less important from the standpoint of procurement policy than 
Mr. Wynn’s operations as a Government contractor. Accordingly, 
the investigation was broadened to cover the whole complex of Govern- 
ment procurement operations in which the Wynn companies are or 
have been involved. 

During this time the Permanent Subcommittee on Investigations 
of the Senate Committee on Government Operations made an inquiry 
into the Ross matter. An executive session of the Senate subcommit- 
tee was held on February 13, 1957, at which Mr. Ross appeared. The 
next day he resigned his post at the Department of Defense. 

Senator McClellan informed Chairman Holifield of the Military 
Operations Subcommittee by letter dated February 20, 1957, that his 
subcommittee had suspended its inquiry into the Ross matter, and 
that the pertinent records would be made available for the use of the 
Military Operations Subcommittee. The staffs of the House and 
Senate subcommittees have worked in cooperation. 

The subcommittee wishes to express its appreciation for the as- 
sistance received in this investigation from the McClellan subcom- 
mittee, the Moss Subcommittee on Government Information, the 
General Accounting Office, and the Government agencies affected. 


HEARINGS AND WITNESSES 


Hearings were held on April 3, 4, 5, 8, 9, 10,11, and 12,1957. Wit- 
nesses from the Army, Navy, and Air Force, the General Accounting 
Office, the Small Business Administration, and the Department of 
Labor were heard. Mr. and Mrs. Ross and Mr. Wynn, accompanied 
by counsel, also testified. In addition, testimony was taken from 
two industry representatives on the general problems encountered 
in the manufacture of clothing for the military services. 

The list of witnesses follows: 


LIST OF WITNESSES 


Department of the Army: 

Maj. Gen. Henry R. Westphalinger, Director of Procurement, 
Office of the Deputy Chief of Staff for Logistics 

Maj. Gen. Alfred B. Denniston, Acting Quartermaster General 

Maj. Gen. Webster Anderson, Executive Director, Military 
Clothing and Textile Supply Agency 

Col. Nathan J. Roberts. Office of the Judge Advocate General 

Lt. Col. Ferdinand Sawyer, Richmond Quartermaster Depot, 
Richmond, Va. 

Capt. James Caras, contracting officer, Military Clothing and 
Textile Supply Agency 

Maurice L. ecniin Office of the General Counsel, Office of the 
Quartermaster General 

Albert Raby, Office of the General Counsel, Office of the Quar- 
termaster General 

Karl Kabeiseman, Office of the General Counsel, Office of the 
Quartermaster General 

Maurice O’Connor, Office of the Quartermaster General 
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Department of the Army—Continued 

Donald K. Wolverton, General Counsel, Military Clothing and 
Textile Supply Agency 

Harry Shargel, Legal Office, Military Clothing and Textile 
Supply Agency 

Theodore Kostos, Legal Office, Military Clothing and Textile 
Supply Agency 

James P. McCracken, Legal Office, Military Clothing and 
Textile Supply Agency 

John A. Collins, Industrial Office, Military Clothing and Textile 
Supply Agency 

Thomas Rooney, Procurement Advisory Office, Military Clothing 
and Textile Supply Agency 

Department of the Navy: 
vt Edward M. Fagan, Director, Procurement Division, 
ffice of Naval Material 
. C. Bannerman, Office of Naval Material 

Maj. Thomas E. McCarthy, Procurement Office, United States 
Marine Corps Supply Activity, Philadelphia, Pa. 

J. W. McLain, Assistant Head, Procurement Section, Supply 
Department, Headquarters United States Marine Corps, 
Washington, D. 

J. A. Steelman, former contracting officer, United States Marine 
Corps Supply Activity, Philadelphia, Pa. 

George W. Markey, Jr., Assistant to the General Counsel, 
Executive Office of the Secretary 

Department of the Air Force: 

Col. James J. Treacy, Chief, Procurement Policy Division, 
Directorate of Procurement and Production, Office of the 
Deputy Chief of Staff, Materiel 

Lt. Col. Reagan A. Scurlock, Office of Legislative Liaison, former- 
ly Chief, Office of Inspection, Directorate of Procurement and 
Production, Headquarters, Air Materiel Command 

Ralph P. Dunn, Deputy Chief, Procurement Policy Division, 
Directorate of Procurement and Production, Office of the 
Deputy Chief of Staff, Materiel 

Henry J. Miller, contracting officer, Wilkins Air Force Depot, 
Shelby, Ohio 

General Accounting Office: 

J. Edward Welch, Associate General Counsel 

Francis J. Pelland, defense staff 

Marshall Lynn, Office of the General Counsel 

Department of Labor: 
John J. Babé, Assistant Solicitor 
Small Business Administration: 

T. G. Waale, Director of the Office of Procurement and Technical 
Assistance 

Ross D. Davis, Assistant General Counsel 

Other witnesses: 

Robert Tripp Ross, former Assistant Secretary of Defense for 
Legislative and Public Affairs 

Claire Wynn Ross, president, Wynn Enterprises, Inc., New 
York, N. Y. 

Herman D. Wynn, president, Southern Athletic Co., Inc., 
Knoxville, Tenn. 
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Other witnesses—Continued 
W. L. Ambrose, Jr., attorney accompanying Claire Wynn Ross 
and Herman D. Wynn 
Harry A. Cobrin, executive secretary, Clothing Manufacturers 
Association, United States of America 
P, M. French, Southern Manufacturing Co., Nashville, Tenn, 


Part II]. RecoMMENDATIONS 


Based on the subcommittee investigation and testimony received 
at the hearings, the subcommittee presents the following recommenda- 
tions. The detailed justification for these recommendations is con- 
tained in the body of the report. 

1. In connection with contract awards, military contracting officers 
should make affirmative determinations in writing of bidder responsi- 
bility. A statement of justification for the award, setting forth that 
the requirements for determining bidder responsibility as contained 
in the Armed Services Procurement Regulations have been fulfilled, 
should be retained in the contract files. 

2. In making such affirmative determinations, contracting officers 

should rule out as unqualified, in accordance with the requirements of 
the Walsh-Healey Public Contracts Act, those bidders who have no 
established manufacturing or dealership facilities at the time they 
submit bids. Recognizing that in certain cases successful bidders 
would expand their facilities or subcontract parts of the work, contract 
awards should not be made to bidders completely lacking such facilities 
at the time of the bid offer. 
3. The Secretary of Labor, in accordance with the jurisdiction 
conferred upon him by the Congress, should promulgate new instruc- 
tions explaining clearly the statutory qualifications for bidders on 
Government procurements subject to the Walsh-Healey Public Con- 
tracts Act, and citing the circumstances under which bidders should 
be disqualified for lack of manufacturing or dealership facilities. 
These instructions specifically should be called to the attention of 
military procurement agencies, the Small Business Administration 
and other interested agencies, and incorporated in their regulations. 

4. Multiple bidding on the same procurement by one person 
through the instrument of various corporate or company names 
should be barred in Government procurement. Recognizing that in 
certain circumstances, where competition is genuine and separate 
producing facilities are maintained, companies under common control 
or ownership legitimately may submit bids for the same procurement, 
multiple bids should not be accepted from companies diversified 
merely for the trading convenience and the profit advantage of the 
owning or controlling party. 

5. In barring illegitimate multiple bidding and in otherwise prevent- 
ing restraints of trade and collusive practices against fair and open 
competition, the military procurement agencies should require bidder 
affidavits of company ownership and control in procurement areas 
susceptible to such improper practices. Such affidavits, instituted 
on a test basis by the Philadelphia Quartermaster Depot, should become 
an established feature of procurement in designated areas. 

6. Military procurement agencies should require bidders to 
designate on their bid forms, in addition to producing locations, the 
exact street address of the producing facility, whether or not the 
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facility is owned or leased by the bidder, and how much capacity is 
available for performance on the prospective contract. 

7. Military procurement agencies should require bidders to list on 
their bid forms all Government contracts currently held by the bidder 
and his affiliates, and the nature and extent of the delinquencies, if any, 
in deliveries on such contracts. The term “affiliate” should be defined 
in the bid form. 

8. Military procurement agencies should require bid forms to be 

roperly, accurately and completely filled out. The Secretary of 

efense should issue a reminder to the military procurement agencies, 
and these in turn should impress upon prospective Government con- 
tractors the importance and necessity of providing full, accurate and 
complete information on the bid forms. A reminder of the penalties 
for making false statements to the Federal Government should be 
printed on bid forms. 

9. Preaward surveys of facilities and financial resources of pros- 
pective contractors should be promptly and carefully executed, and 
information on the bid form submitted by the successful bidder 
should be verified or refuted in the surveys of facilities and finances. 

10. Military procurement officials should take active steps to 
impress upon prospective and current contractors the importance of 
adhering to contract terms and specifications, including delivery 
schedules. 

11. When delinquencies not excusable under the terms of the con- 
tract persist in the face of due and sufficient warning by contracting 
officers, prompt action should be taken by the contracting officers to 
default delinquent contracts. 

12. A history of repeated delinquencies by a contractor should 
constitute sufficient cause for, and lead to, his suspension or debar- 
ment for a designated period of time. 

13. Contractors who are seriously delinquent in current contract 
performance, when the number of contracts and the extent of the 
delinquency on each are considered, should be declared nonresponsible 
bidders for the purpose of new contract awards, until the delinquen- 
cies are overcome. 

14. Information obtained from bidders, Government plant in- 
spectors, and other sources, on the history of performance by indi- 
vidual contractors, the number of contracts currently held, and the 
nature and extent of delinquencies, if any, should be systematically 
assembled and collated by an agency designated by the Secretary of 
Defense, and distributed to all procuring activities for use in bid 
evaluations. 

15. Military procurements should be planned to avoid (1) bunching 
of contract awards, (2) multiple awards to one contractor on the same 
day or within a short period of days, (3) delays in bid evaluation and 
contract award, (4) setting of delivery schedules unrelated to actual 
needs, (5) delays in delivery of Government-furnished material to 
contractors, (6) numerous Government-sponsored changes in speci- 
fications after bids and awards. 

16. Contractor proposals for changes in specifications after contract 
awards should be denied except in exceptional circumstances and only 
after (1) adequate downward adjustment in the contract price to 
reflect savings due to changes, and (2) reimbursement of the Govern- 
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ment for the costs of laboratory testing, inspection and the overhead 
directly applicable to these activities. 

17. Military procurement agencies should take steps to insure that 
Government-furnished material is fully and accurately accounted for 
by the contractor, and reimbursement made to the Government for 
material unnecessarily used or not accounted for. 

18. The military procurement agencies should reexamine their pro- 
cedures for keeping contract document files and maintain in connection 
with documentation on each contract a summary sheet of actions 
taken, including final disposition. A continuous and cumulative rec- 
ord of contracts by name of contractor and character of performance 
should be maintained. 

19. The Air Force and the Navy should procure their clothing and 
related equipment through the Military Clothing and Textile Supply 
Agency, exceptions to be made only under special order of the Secre- 
tary of Defense. Upon transfer of procurement and supply activities 
to the aforesaid Agency, the corresponding activities of the Air Force 
and Navy should be reduced or eliminated. 

20. The Military Clothing and Textile Supply Agency should ana- 
lyze the bidding experience on procurements within its jurisdiction 
over a period of time in order to eliminate unnecessary circulariza- 
tion of bidders, to weed out inactive listings, and to purge.the bidders’ 
list of suspended or debarred contractors. 

21. Negotiated contracts in place of advertised contracts should 
be resorted to only in exceptional circumstances clearly justified under 
applicable law and regulations, and negotiated contracts should be 
avoided when awards for the same or similar items are being advertised. 

22. The Military Clothing and Textile Supply Agency, for procure- 
ments under its jurisdiction, should make a sustained effort to develop 
additional reputable sources of supply. As one means of attractin 
established clothing manufacturers, related items such as coats oa 
trousers should be included in the same procurement. 

23. Performance bonds, when required by military procurement 
regulations and under the terms of the contract, should be obtained 
from the contractor within the time specified in the contract. 

24. Extensions of delivery schedules for inexcusable delays after 
contract award should be granted only in exceptional circumstances 
and on the basis of adequate price considerations to the Government. 

25. Government contracts should not be awarded to the members 
of the immediate family of a Government official occupying a major 
administrative or policymaking position. Such contract awards are 
repugnant to public policy. 

26. Certificates of competency issued by the Small Business 
Administration should be based on a review of the bid and contract 
information in procurement agency files, plant survey reports, and 
independent field investigations, and should be consistent with 
applicable statutes and regulations governing bidder qualifications. 

27. In making size determinations for purposes of small business 
classification, the Small Business Administration should verify certi- 
fications of the prospective contractor in doubtful or difficult cases 
through field investigations by regional office personnel, including 
inspection of payroll data. Size determinations should take into 
account not only average past employment over a designated period 
but prospective employment in performance of the Government con- 
tract or contracts. 
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28. The Small Business Administration should be notified’ in 
advance of all pending contract awards reserved or set aside in whole 
or in part for small business. A certification from the Small Business 
Administration that the prospective contractor qualifies as small 
business should be obtained by contracting officers in making such 
awards. 

29. The Seeretary of Defense should consider the recommendations 
made in this report which are applicable to the Department of De- 
fense, direct that they be effected, and direct that the armed services 
procurement regulations be amended to reflect these recommendations. 

30. The General Accounting Office, in management surveys of the 
military procurement agencies, and specifically of the Philadelphia 
Quartermaster Depot, should consider the applicable recommendations 
in this report and determine the extent to which administrative 
changes have been instituted to effect these recommendations, 


Part II]. Government Contracting Operations. INyoLVING 
Wynn CompPaANIES 


HERMAN'D. WYNN’S ENTERPRISES 


Mr. Wynn is engaged principally in the manufacture of clothing, 
athletic equipment, and canvas goods for commercial trade and 
Government use. He is or has been interested also in such variegated 
énterprises as chewing gum manufacture, trucking, real estate, a 
shopping center and zinc production. 

The last-named ‘enterprise is of interest to the subcommitteé be- 
caused it involved a Government-financed operation in which the. 
General Services Administration paid out more than $650,000 and 
never received a pound of zine for its outlays. 

Records on file with the General Accounting Office, the General 
Services Administration, and the Treasury Department (Reconstruc- 
tion Finance Corporation) show that the Appalachian Mining & 
Smelting Co., organized by Mr. Wynn in 1950, obtained a loan of 
$400,000 from the Reconstruction Finance Corporation and a $3,- 
500,000 purchase contract from the General Services Administration. 
The purpose of the RFC loan was to help construct a zince-producing 
plant using the Waelz kiln process for producing slab zine from ore 
tailings and mined ores. Under the purchase contract the General 
Services Administration agreed to purchase all the zinc output up to 
10,000 short tons, if not commercially sold, at a flat price of 17% cents 
per pound (later amended to require payment for cost of production 
up to a ceiling price of 17% cents per pound). 

By the time the plant was constructed, zinc shortages occasioned 
by the Korean war had ended, the commercial price of zine had 
dropped considerably below 17% cents per pound, and the Government 
decided that it had no use for the output of the Appalachian Mining 
& Smelting Co. 

Instead of canceling the purchase contract without liability to the 
Government when the company failed to produce as scheduled, the 
GSA paid off the company’s loan to the RFC and reimbursed Mr. 
Wynn, his family, and associates for preferred and common stock 
investments of approximately $150,000 and company obligations of 
approximately $119,000. The total cost to the Government for 
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liquidating this ill-fated enterprise was $680,383 minus approximately 
$30,000 as disposal value of the plant. 

The subcommittee believes that these contractual operations should 
be further examined. 

In the manufacture of clothing and equipment, Mr. Wynn’s 
activities date back to 1938 when the Southern Athletic Co., Inc., of 
Knoxville, Tenn., was established. From time to time he organized 
or acquired an interest in other companies. Following is a list of 
Wynn companies which received Government contracts: 


Southern Athletic Co., Inc. 

Southern Sportswear (partnership). 
Majorette Sportswear Co., Inc. 

Wynn Enterprises, Inc. 

Centre Manufacturing Co., Inc. 

Florida Athletic Co., Inc. 

Southern Aviation Manufacturing Co., Inc. 
Salvage Company of Tennessee, Inc. 


GOVERNMENT CONTRACTS, 1949-57 


The subcommittee has compiled a list of Government contracts 
awarded to these companies since 1949, on the basis of available 
Government records. At least 75 contracts totaling more than $25 
million have been awarded to eight Wynn companies. It will be 
noted that while the Post Office Department and the Veterans’ 
Administration are among the Government contracting agencies, the 
bulk of the contracts came from the three military services and 
primarily from the Department of the Army. 





a ee Be eee ee Pee ee See 


vz... 


a 





MILITARY CLOTHING PROCUREMENT 





RTH TEA, ay, Re ete a ost a. ey eeeeNNek gk dg. gh. OBL | 





























































owe “777""""pyeg ‘soqoes ‘ssouyy | °" 7" "7777" See Ee CONE poe """182I-d V.L-@9e-08-V dl |----"- “od 
Ov eet (20 SS OH REAP EE Tet ce erie weeeeceeccesoe="""IBIMSTIOdS Weng |~ “"“OLLI-d V.L-ZSe-08-Va |~ “od 
60 000 es ~-e"""""100M ‘play ‘ssasnoly, |~~"-"""""""""""""""""oneTqyy Wseyynog |~--~"""="~==== "> "6921-d V L-ZSt-0e-VC | e961 ‘61 Ae 
OO OO | nnencnnceeeececeonecnnnennccncensecnenee= ee PIeU ‘(feys ‘suesnowy, “-""BaMs}IOdg UeyYINOG |~-~~-~~= === === =~ eLeI-d V.L-Zoe-0e-V Cl | £961 ‘be “ady 
OO nO OOD [eeeesenneceeereecenneneceeeeseestnrtteteesnees ao —gaiereacoaraprmense —_ Sasjidiajugq UUA MA | ~~~ ~~ 611-d V.L-2st-08-Vd |--~~-- od 
00 1000 (FT | tannwnnnnenennnneennennnnennnneareceenscneneees Pley ‘1oom ‘ssesmo1y, |~~"~"- ~~" =~" IveMsjIOdS ajo10[Byy |~-~"~~ "~~~ ~~~ ~*"" 161I-d V.L-298-08- VC | £961 ‘01 “ady 
00 ‘008 we roe ee ae RSs op” iva msqi0ods i: 822-d V.L-2s8-08-Va |"-""~ : od 
0 Bee Cee | tnenncnnnnncenennenneennnennnnnenneenneeeeeneees dO ‘toom ‘ssesnory, |---~*-"~" "or DI@IYIV UVYINOG | ~~ ~~~ ~~~ www mmm we LL6-d V.L-@St-08-VC | 296181 ‘90d 
Oo ae Oe, [rccereeeceesttteeceescceececeecensceneeeeses Aj TIN ‘07400 ‘sr9sNOL], “~~ SupNpouNuKPY 3217UID “77777 "908-d V.L-@98-08-V CL | 2961 ‘81 “AON 
ene ci onebeteecseogsedee ante Pley ‘t1ous ‘susenoay, |---"---""" "7-7 --- “O1I9TGIV UseyINOG |-~~- ~~ TTT IlI-d V.L-@oe-08- Vd | 2961 08 “20 
oe oe soceeeeccees play “ieyovf ‘sueuy'] |--7-------7-7-=* “2° ONONIV WPA [777777 TTT 16-d V\L-@o8-08-V | 296122 “0 
oy a -=-="prey ‘Togs ‘syeqour |-“"""""""-"" 77 oo aveMmszI0dg WIOYINOG | ~~~ ~~~ =m eee 2068C-IWO~(42-08-V CI | 2961 8% “ues 
00 “009 ‘929 ees ecGteseeeeheaterssse ecccones soeeneenmnwnnn nanan en ennengyna=s-|-eenee psvercseseee os sestidsojug wus Ay |~~~~~~ "77 nnn £6462-WO-08e-08-V | -- “od 
OF Ey Pee [eceeeneneeecsreeeeeeerecereeeceeen see eaeeneeeees= PIey ‘legs ‘ssesno1y, |-~~-~~~ sessouuay, Jo Auvdu0g edval 06F8%- WO-O8Z-08-V | 2961 ‘SI ‘uer 
ST ‘E18 ‘FEF ----"pray ‘Tfeys ‘syoyour |--""--"--- SSaSe EES erewer eer ee BoFee-WO-08e-0E-VC | 2961 ‘FT “avr 
00 ‘000 ‘691 Ee eran aaa wr neeeennneeneeeenneee-==-==-gy spd ‘suguyy] [7777777 Pg ire stresses resrs £1622-WO-08E-0E- VC | IS61 ‘62 “90 
SEEGER |. Ieseveoves segeecsrersserescsogeoressoegess << ee eee ee ce ee Bere eee eee O18@Z-WO-182-08-Vd | Iv61 Je 00 
UO eee, |eveeneeeceeeeceeececenenenennnnennanennn acereee--F--"-gy and ‘suguyy [Trt ttt ttt ttre seseapenrongygers:-[-eoesrerscreeeses eobes-INO ~U8e-ie-VCl | 1961 “1 20d 
ao. ereveres ‘ ’ , ‘s10Snol oeYIV UswyINOG | ~~~~~"" ~~" "~~ = peee™Z—-WO-OSs-Ve-VA | (S61 ‘2 *90C 
oe oe svoupevsreavoreysestssrtarer er haote~ ren 3. saneenOae ~~" -sospuduagag und 91222-WO-08Z-08-VC | IS6I ‘9 “00d 
Se or reeeroerensoorerrereeseserern- 09013 OAT[O ‘ad08 ‘[oom ‘pray ‘ssosnogy, |~~~""~-- IeeMszI0dg MIeyyNeg 1f61Z-WO-08z-0E-Vd | IS6I ‘0G "AON 
00 "002 ‘2 Ft ce made conocmdouoadusbenseans aateuutie aca. iota syousieg ‘seg |----------- >> “"--gwamsqi0ds eyjel0fuyy |~-""""" "7 "ooo o o802-WO-08Z-0E- VC | [S61 ‘61 “AON 
TEU aie | -wvenvvenceoveerecessetoereroosreocees weer eee ees CE ee Oo ee eee £221Z-IWO-08z-08-V | [S61 6 ‘AON 
S “were =""J9UT INOYITM ‘preg ‘sjayous |~-~~~~~~ eae ee D391GIV GYyINOG | ~~~ Tees 82F91-WO-082-08-VC | 1961 62 Av 
}¢ ee Sorceress- Stor ET Per ers areteresees eer: ecoee. <3 leet ueapbarepatlel  Xc 1Z8e1 yep Ose 0e-Vd ao, ‘ 
“ ‘s8v “ qwomszJodg o4j0I0fepy |-~~ "7mm SI8SI-WO-082-08-V | Ig61'8 Avy 
BMNEIEE © vecsodovcsrsemnsrssich-nsavecctnervendheriseapaapiah sdeecen OR ae: | -cnoeeeereenennnenssnnens Sa 98=s@gyrnn>-|-ceeerereneeneses P16FI-WO-082-08-V ee 
aE. peserevesceppmesrnetestesretepseneterse™ me ‘98108 ‘JooM ‘SlesnO1y, |~~~~~~" "~~" sosjidiojuq uu My [~~~ mmm Z16FI- IN O-O82-0E-V CI | [961 ‘et “adv 
GOTO IE [reeceeeenrerennnceeenetenennneennnenee: = -9g ee Soon as ‘gnoenbay eeveraeesrresers dvams}iodg useyInog |~~~" ~~~" - oom 6FLET-W O-08Z-0E-V CE | IS61 '8% “VW 
re ccc banedane ---antq ‘aBJas ‘joom ‘ssasnosy, |-~~~77 7777777 ee teres reese LS211-WO-082-08-VC | [961 ‘Tt “Je 
MEME = Eick coecdenadpicpss chemise sbpsedtell --Joul] NOU ‘play ‘sleyous |--~~T TTT TTT Spee SCicresserrestserere ¥2901-W O-082-08-V | 1861 ‘9 “Qed 
00 ' dO ‘340s ‘100m ‘play ne eres eee eee n ees OG ops Seber =. i ~-“68¢8-IN O-08%-08-¥ | O61 % “99CT 
BEM EEE [pocenccnsenersenrnorsssocsneecoaneces ---eniq ‘adjes ‘foom ‘ssosnolg, | ~~"-~-"~~""""""" "~~~ NIIIYIV Useyynog [~~~ ~~” ee ee £°Z8- WW O-O8Z-0E- VC | 0861 FI “90 
ST ERE ERE | -conecnenenceoonncntenesrennesubenece CO ‘3310s ‘joom ‘prey ‘Sdesmoly, | -~"- =" sams} I0dg UoyyNOg |~~~~~~~~~ “==="""9R92- W O-082-08-V G& ‘00d 
Ae PE OIEEDIPE RIDE EO DED PEPTIDE LIES HE prreresnteeres Savueuees aes 1 oo nenneewnenseee= 7 ee re £2£8-d 0d = cunt 
YORE G0 [rete nen ee ter er ete c acne tersee == ; “940 ‘xos ‘s}uUs wOMS ‘SJUBY |-~*~77T TTT d19291G3'V UJIyINOG | ~~~ ~~~" “Awe 1St-WO-600-TI-V.d ‘OI & 
8 ae fa. ee Pretec noeles = oe = oe op Oe ee ee qeamszi0dg auseyynog je ~ a ne WO ORZ-O08-V 6 oun 
4 : ‘ s‘ ‘S108 ener? eer ete ee ~~ “g6E8-INO-O8e-0E-V od 
pf - sovecnnncsensceacenenensaaet ‘aeeseaes nen Sn Role eect cae ae eo SO ere Wh itlcarernceteceg ties 98% WS 600-1I-VG | Os6l 2. a 
O08 9g [rneeteeeesecenetececttesecetetcseeteess ‘eBsce ‘oom ‘syeenouy, |-~--------7-7°7--°---------- eS one ee 899-IW O-O8Z-0E-V | 6F6I ‘FI “2 
00 ‘008 ‘08z gl eed oe a ar epee nec ccwnsesseesssecensesecesees- > w= =-|---00e- nen nn n-ne oboe OFZEI-Od | 6FGT ‘EZ ‘ydos 
>: SE. isdiledducitirbecdecienencanamiuetoocudpegill > ee ee ee eres a ee LETET-Od 661 ‘OE “Any 
re... prea swreerse rap soaeat rose emerenoneges SVAUBO 10}}00 ‘SHORS [TRA Te eee ere ae > f L | OF6T ‘Oe © 
oe ER e Se =~ “WEP reen ee r EO OCC el cesccdausuchucaciseadust s eet er - ae 
¥8°L09 ‘L0G |--"7 "wn emmemnn enn “=====""=""SBAUIB) 104300 ‘SHOWS [TVR |~-------~ oNaTyI ¥ WIeyINES 02 |S 
398.1700 
498.1] 009 Jo ‘ON 1081700 jo au8q 
ONTVA IBIOG W193} JO UOT d]I0Seqy 0708130 N #87}U0D 





LOGI ‘OG aun 07 BYE] ‘sa1tundwos uufi yy Aq paatazas 8}9D4;U0T JUaWULBND! 



































— we ee eS ' 5 SSeS ee ' wee 
HOMIBIIS|UTUIPY ,SuBs9j}0 A — 
mes SE ey) jo quauieda cat souTyoem Zuyyeq pa 
AY 23 J0 3h rr LA O- JUOUITLIOA ‘ 
*£ABN out p eens vd aud yoy Jepun ‘Zg61 ‘% “ULL pewep. eee myoetyone Sa} Se EI OG aoe Eee 
queeeaserio %q—N *QUOLU9]} JOS J0B1ZUOO 4J01JB SeIND Ss tea: uamastinn gam aides Sas winis ae pan oa 
sso]0uesB JO syueUTyIEdep Aq UO!}BoY;jUap! spaiuae ee heat —Od “WOO [BUIZIIO 9Y4 40) aaa aa Riera sem Porpagyen tmnt Hoek nga faces root 
dem oaetn ~aslenuee Als 3 SJUNOWIB IJLIJOP 9G], “Seg, UTUIOOGNS aj 03 a1qQB 
poseq §} INQ a7a;TdWI00 AjJVsseoeU JOU S$] SJOBI ; won 
: See ie } $JVVIZUO JO 4S]] S|. L—"ALON 
é _—= Este siaipen tab on = eons asi cons ot ne cee ee ee te eee a ee 
a 000 Veo) [cscs peiccnatoetiige | Yl Pilates wiahineepioneiecasmires, anergy ie nou ae 
E 00 ves weesensseeseseveserenereneee suneel ena: “eoeie * ‘ean ee seers" ""99ITIV wz0y}n0g ee ee ele ete. Ha TO e-ve-ver | isol te spy 
p 00 09 wsasosasannensnsscesenseseses serene nnes reomot ‘.wein ‘epegout ee ee UUs Aa eae ooo EN ND -te0-ae-Vad gael AON 
S 0086 wscnsnseavoneneeaesesesnseseersees w2a0=--- 1101408 aod pov sap eT ee ens Pn tree WN -0n0-96-V a Mot ZZ 190 
: 09 99 we waseosscossossenseosseesseseeees wosocennen = HEAMOS SHUN P Ap ln cresresceees sie an i ee ana fillies oF , year COST iG ee 
wu 68 we Po ee ee ee ee ene Seer 0) gaged om Se Pete ee Sreverresresseey alia weesesuncesene = auas-wwbaeb-96°¥ es 
ee ee Pee = ) 4 . af [ween eeeeee ---« ~ eae on a eed se 
e oy 2st wus wosecscoseoseoses asst eee ett an Syoyows | --“SuuNyousnueyy enued Sstestesastess v1 geen Gee ee ee vee [Set ane 
9 00 08 Mer soscossossesseasenseosees “7777 ""9UBISISAs 103841 fee ‘io a ree seenvesue+s ““ON2GIV Shean Teqoesaseeees ~=-- ogg aye | deat 1 '" 
: ¥0 100 oa wesseeseenseenesaseeseeceseceeseceeseees ce af Lp b woreeeesseres= = BuLNJOB/NUB PY euyued) |----~"* eee OFS Wb -e0-0e- Var wool ve oun 
: Oo 90 a coseosseasenseoseoss wosoceecsoos voseaseeseosenseo* Nd lone Eliot abana an, Bsn. ce secsenenseee OY eee ae weal rene 
; m0 1 i weaeosevacereveserseseesoreseseneseres wannceeene= eee geet [aeecoveeves ane ~ eeeneniees ED lalla inciagindiaar lita _™ ‘aese-we ante coe a pad | 
5 0 21 seesesecesevecereveeereesen ects Ciemrmeieds (oe psicebhts aaIqIyY Weqnog |-~~~~-- eee -"""$6.9- NO va eet a 
[ie vopaemae gra teeta tee [<+<: BujngouNuByy an ued |-~~7777~77777=7o 19 WO -0f0-98-V ¥ 
a a 3 wnonwnsctor ee P eee 1 syvop si ciinatad etait iain ei Sin get w= Ana |onnne ind Noe va . 
; i [eceqanevertovenereserscere eed io {ede ] syued Pan fetes esse eceerem onnnmn «eb ongiye isbeiscupeeetets - az. NO-ters tf a 20d 
5 BREED TE — [revcerermceeeereceneeere er et , JUBISISOR puya *H0}}09 *S, UBM “SJBOD PTT Treen —_ Gira té-becereceersenseen MG Alek: z tio N Gist B “AON 
Bs BEEN: fesezecerveccerneseeveeeres ee “""="118q JOS syed put sqgg jt veereres ? sslebteomeglinmnii-l-ceseseesors case ete aa on ae-V ga01 Ve 390 
“ 00000 bE fosersessosansossesoe TTT T5777 ""gUBys]S0d PUjA “U0}}00 *s,UeUT s1809 seysbeonseeeteresereereenvevserte eee eeeeseecerrscorer aes ‘B91 “HEN eo 98 
: a 0 oe Uys “U0}700 "6 UCM Ps eee es senaidaa eee SSE ne en et eee Wo -0e0-98- VC at - ang 
. see STII siieeaiinid cos: seoorereres nergy wseqynog |-~---"~7-77"7 “a neo ceoojee-a¥ | sat 0: aunt 
: 0080 ----gox100 “peaswouq ofsuys “suv BR bnosctevieseee-= IvOMSIIOdS WVYINEG [~~ ~~~" www ewww z9eg (ZOO)Ee qv geet ‘T. aun 
, Be  Pocrrpeerrecccrcrrercgese tan ee font Sinn ; fol babii clepaliee tema pose sUY ~ : ; 
5 00 08 i ----yox,00 ‘payseeiq ee is Shes - cssseseeeeseenes 99 MAS11008 uo4anos weeceneeeccosere== Se QaEy COD EE AY 0 % Bu 
m8 ee Racpuss rented emenont, |-- rrrTTTTIoT SSBB, GaoqINOg |--"""°° =o ose WO-O80-98 VC | FAO OE “AON 
00 928 @ — pata ]UV950/BA M00 ‘sqing 2ereerive sss. TTT et a > or late Lewes nines neweae : 26-9001 ra % 403 
i se GAMING [occcorteens: “t27==" OVI BPO. |--7-~ nereeencesessets n=+-=-198- 4 QOOLA | FABLE. 30 
00 ----joqajos "siuvd pue sha14g wi he aeibetalalatst EL listed wasso=20=-H¥Sf SOTA | FRCL UE 3008 
dz oo ey Sesserssrnsosassvovsesrersssetoowesserse estat s ae | ornnees Day epHong [essn-nnesasnaenaaano “TERT MOAT | FOL OE vant 
pene ae" hemes SEE aE, Looe ceseos oot ee OI9TyIV WoyINEG [~~~ TTT TTT eennaeer eee | pol we. ate 
iL ~* SULINOBjNus fy a1}JUIH Re PFS I SSET ISS » Te ee ae ae oe 
= — e0be-d V.L-Zse-0e- VC | e961 ‘ee euns 
A JBTTO 
da W194) JO UO} d\10s9q7 . ; 
10)901)U0C , See 
2 a 9 N 3981)009 10 rea 
penuiywopn—Zg6] ‘og eun eae he- posse 
I 07 GY ‘SOUL i i 
e 6Y76I rupdwoo uuh.y fig pearerad 83904]U09 JUaMULIAOD 






MILITARY CLOTHING PROCUREMENT 11 


Dollar amounts of contracts on a yearly basis show that in 1956 
the Wynn companies received more than $6 million, the highest 
amount of any year, and about $1.7 million more than in the previous 
peak year of 1951 when the Korean conflict generated large procure- 
ment. 

Total contracts awarded to Wynn companies by years, 1949-57 














Year Number of Dollar Year Number of Dollar 
contracts value contracts value 
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For the years 1954, 1955, and 1956 the awards totaled approximately 
$10.7 million, or $1.5 million more than in the 3 preceding years. 

In a prepared statement read to the subcommittee, Mr. Ross stated 
that for the years 1954, 1955, and 1956, when he held office in the 
Department of Defense, affiliated Wynn companies received 24 
contracts for military clothing items including contracts for approxi- 
mately 1,100,000 pairs of trousers as compared with 34 contracts 
awarded during the 3 previous years which included 3,752,630 pairs 
of trousers. Mr. Ross took these figures. to indicate among other 
things that his “being associated with, the Department of Defense 
in 1954, 1955, and 1956 had no bearing on the Biasitead relations be- 
tween the companies ° iny olved and procurement officials handling. 
military clothing requirements” (hearings, p. 180). 

The subcommittee suggests that the dollar value of the contracts 
rather than the number of trousers is a more meaningful measure of 
Government awards to the Wynn companies. The subcommittee 
sees no necessary connection between Mr. Ross’ presence in. the 
Department of Defense and the’ increase in dollar volume contract 
awards to ‘Wynn companies, but since Mr. Ross brought the matter 
up, the subcommittee points out that the figures do not support Mr, 
Ross’ contention. 

NEGOTIATED CONTRACTS 


Furthermore, not all the awards to Wynn companies were based on 
competitive bidding, despite Mr. and Mrs. Ross’ repeated reference to 
“sealed bids.” At least 10 contracts were negotiated, including 3 of 
the 6 contracts awarded to Wynn Enterprises, Inc. Mr. Ross stated 
that he was unaware of any negotiated contracts, though his sig- 
nature appears on two such contracts awarded simultaneously on’ 
April 13, 1951, to Wynn Enterprises, Inc. (hearings, pp. 186, 346). 
In each case four lower bidders were rejected (hearings, pp. 323, 324). 

To illustrate how negotiated bidding favored the Wynn compan- 
ies and cost the Federal Government substantial additional sums of 
money, Wynn Enterprises, Inc., received a negotiated contract on 
April 10, 1953, for 50,000 pairs of Army wool field trousers at $2.90 
per pair. On the same date Majorette Sportswear, Inc., received 
a negotiated contract for 60,000 pairs of the identical trousers at 
$2.90, 20,000 pairs at $2.85, and 4,500 pairs at $3 each. 

A little more than a month later, on May 19, 1953, another Wynn 
company, Southern Sportswear, received an award after advertised 
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bidding for 200,000 pairs of the identical item at $1.94 per pair. 
Simultaneously, another contract for 200,000 pairs of the identical 
item at a price of $1.99 per pair was awarded to Southern Athletic 
Co., also a Wynn company. Even lower bids were submitted by 
companies other than the Wynn companies on the advertised pro- 
curement, but these were rejected for various reasons. 

While the advertised awards were not made until May 19, 1953, 
the bids were opened and evaluated on March 25, 1953, two weeks 
prior to the negotiated awards to Wynn Enterprises and Majorette 
Sportswear. The contracting officer should have been aware of the 
lower prices submitted, $1.94 and $1.99, at the time he negotiated 
the contracts at $2.85 and $3 per pair. 

Thus the negotiated procurement with two Wynn companies cost 
the Federal Government approximately $129,000 more than the 
price achieved through competitive bidding from two other Wynn 
companies. And the negotiated contract awarded to Wynn Enter- 
prises was actually performed by Southern Athletic, the same Wynn 
company that produced on its own contract for $1 less per item. 


MULTICORPORATE CONTRACTING OPERATIONS 


The most striking feature of Herman D. Wynn’s dealings with the 
Government—and the source of many problems in clothing procure- 
ment—is the use of multiple corporations to achieve personal business 
objectives and to gain speeial advantages-in contracting. 

he reason for setting up so many corporations, Mr. Wynn sug- 
gested, was to overcome some of the burdens of the excess profits tax 
(hearings, p. 138). The subcommittee does not doubt that there are 
additional tax advantages in such extreme corporate diversification 
of Mr. Wynn’s interests. 

As for Government procurement, Mr. Wynn could call upon his 
corporations at will, submitting 2, 3, 4, or 5 bids in their names and 
pooling his manufacturing facilities for contract awards. The cor- 
porations which had no facilities in their own name utilized available 
space and machinery in the others. In one building, the basement 
and each floor might be represented by a different corporation (hear- 
ings, p. 140). 

While some corporations were set up, according to Mr. Wynn, with 
a degree of specialization in mind, such as high-flying suits for Southern 
Aviation and athletic equipment for Southern Athletic, in practice 
all the Wynn companies were available for the same Government 
business. Acknowledging that as many as five Wynn companies bid 
on the same procurement, Mr. Wynn gave this explanation (hearings, 
p. 139): 


Oh, sure. You have got five mules to feed. It takes five 
bushels of corn to feed each mule, and you can’t let this 
company sit over here and do nothing. Southern Aviation 
has got to run, you have got those people that are depending 
upon you to see that they get a payroll check each week. 
Southern Athletic Co. has got torun. Southern Athletic Co. 
might be able to manufacture jackets cheaper than Southern 
Sportswear. So therefore Southern Athletic Co.’s bid is 
cheaper than Southern Sportswear’s. Contrariwise, South- 
ern Sportswear would bid on trousers. They can manufac- 
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ture them cheaper than Southern Athletic Co. Each com- 
pany has its own particular field that it is in, so they are 
cheaper on that item. But if they need business very badly, 
then they would bid on the others. After all, you have got 
the overhead. Mr. Holifield, you are in business. ou 
know what the overhead does for you—we have got to take 
business sometimes absolutely at cost to be able to operate. 


Specific instances of multiple bidding will be described later in this 
report. Here are noted some of its possible consequences: 

If a large procurement were pending and a decision made to split 
the award between 2 Wynn companies, the Government would pay 
2 different prices for the same item, even when produced in the same 
facilities. 

If the Government needed more time to make the award, Mr. Wynn 
could refuse to extend a low bid option of one company and extend a 
higher bid option of another company, thus placing himself in line 
for an award at a higher price. 

If one Wynn company were the low bidder but appeared to have 
inadequate capacity, the Government might award the contract to 
the next higher Wynn bidder, thereby paying a higher price but not 
necessarily getting timely deliveries. 

Finally, if a portion of procurement were reserved for small business, 
Mr. Wynn might obtain the unreserved portion in the name-of ene 
company.and the small, business portion in the name of another 
company, disclaiming affiliation betwéen companies’ that would put 
him in the big business category. 

Government agencies such as the Renegotiation Board, the Small 
Business Administration, the Internal Revenue Service, the Labor 
Department, and the military procurement agencies, in attempting to 
determine for administrative purposes the precise nature of , tg 
Wynn’s business interests, have been confronted with a bewildering 
maze of intercorporate relationships and tranasactions. Generally 
they have recognized as a practical matter that Mr. Wynn’s drivin 
personality, large financial resources, business acumen, and individua 
or family stock ownership usually combined to make him the con- 
trolling factor in these enterprises. 


FAMILY CORPORATE INTERCONNECTIONS 


Mr. Wynn’s wife and children hold varying proportions of stock or 
other ownership in some 10 Wynn, cémpanies. in a few instances, 
Mr. Wynn transferred stock interests to a brother, sister, or associate, 
who was allowed to succeed to the presidency of a company and to 
assume a degree of managerial control. 

Otherwise, it is Mr. Wynn’s practice to install relatives and friends 
as officers and directors who for the most part remain inactive and are 
uncompensated, while the business affairs are actively controlled by 
Mr. Wynn. These corporate positions are assigned mainly for 
convenience in fulfilling the nominal requirements of incorporated 
business and not always with the knowledge and consent of the 
parties affected. 

For example, Robert Tripp Ross, Mr. Wynn’s brother-in-law, 
seemed unaware until the congressional investigation that he had 
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been made a vice president of Southern Athletic Co.. Mr. Wynn said 
that he ‘“‘elected’”’ Mr. Ross vice president back in 1950 or 1951, but he 
doubted that Mr. Ross knew or was advised of this action. As Mr. 
Wynn explained it (hearings, p. 136): 


For instance, | elected a lot of people for something, if I 
need a contract signed, and I will ask Mr. Ambrose [counsel], 
I see no reason why we can’t elect Mr. Ambrose vice presi- 
dent, or Mrs. Ross, as a matter of getting things done. 

I don’t know whether we ever told Mr. Ross or not; 
frankly, 1 don’t think we did: 


When Mr. Ross was elected to Congress in February 1952 he wrote 
a letter to his brother-in-law submitting his resignation as northeastern 
sales representative of Southern Athletic Co. The letter made no 
mention of his position as vice president. Both Mr. Ross and Mr. 
Wynn pointed to the letter of resignation as showing a severance of 
connections with Southern Athletic Co. (hearings, pp. 135, 180). 

When it became known during the congressional investigation that 
Mr. Ross was listed as vice president of Southern Athletic Co. for the 
years July 1952 through July 1955 in sworn annual statements filed 
with the State of Tennessee, this listing was said to be a mistake, 
Even though Mr. Wynn as president and U. E. Neas as secretary- 
treasurer of Southern Athletic Co. had attested under oath in 4 suc- 
cessive years that the information contained in the annual reports was 
correct, Mr. Wynn attributed the alleged error to his inability as a 
busy executive to scrutinize all company documents which -he signed 
and also to the infirmities of age on the part of the secretary-treasurer 
(hearings, p. 136). 

The ‘privilege of appointing corporate officers without their knowl- 
edge Mr. Wynn evidently regarded as reciprocal. When it was 
‘pointed out to him that a friend and business associate, Matlock D. 
Hays, had listed his name as secretary-treasurer of a company newly 
formed ‘by Mr. Hays for the purpose of bidding on an Air Force 
procurement, Mr. Wynn replied (hearings, p. 153): 


If l was, I didn’t know anything about it. If he wanted 
to list me, it was perfectly satisfactory, because he is a very 
fine and honorable man. 


CONFUSION OF CORPORATE POSITIONS 


Mr. Wynn’s corporate creations were sufficiently numerous to 
‘cause him to forget at times which company he was representing .in 
negotiations relating to Government contracts. There are repeated 
instances of Mr. Wynn signing his name to a Government contract 
as officer of one company and engaging in followup correspondence 
on the selfsame contract as officer of another company (hearings, 
p. 275). 

Authority to sign Government contract documents was given by 
Mr. Wynn to associates and relatives whether or not they were 
officers in the corporation performing the contract, and in some cases 
they were improperly represented as corporate officers. 

Thus Mrs. Ross signed a contract in January 1952 as vice president 
of Salvage Company of Tennessee, although she was not elected vice 
president of that company until April 1954, according to information 
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submitted by Mr. Wynn’s counsel, W. L. Ambrose, Jr. (hearings, p. 
345, and appendix exhibit 6). 

In. May 1953 Mrs. Ross signed. a contract as vice president of 
Southern Athletic Co., although she was not then an officer of the 
company according to its sworn annual report, and she never became 
an Officer according to information submitted by Mr. Ambrose 
(hearings, p. 345, and appendix exhibits 6 and 16). 

In September 1954 Mrs. Ross signed a contract with the Veterans’ 
Administration, but a month later she seemed uncertain of her 
standing as a signatory for this company. She stated in a letter to 
Mr. Wynn under date of October 21, 1954 (hearings. p. 173): 


Valentine has sent in a new contract made out to Florida 
Athletic Co. instead of Southern Athletic Co. I have never 
heard whether or not my name was entered in Florida 
Athletic, so | don’t know if I could sign papers or not, so I 
had better send this on to you for signing. 

Will you please sign and return to Valentine. I told them 
I would rather have it billed for Florida Athletic, that 
Southern would stand back of it. 


Mrs. Ross was unable to state to the subcommittee in which Wynn 
companies other than Wynn Enterprises, Inc., she was an officer or 
director since 1951. In the latter company she held the position of 
secretary-treasurer since its incorporation in 1944 and became presi- 
dent in October 1956 (hearings, p. 193). 

In June 1956 Mr. Wynn advised the Quartermaster Corps that 
Mrs. Ross had full authority to act in any capacity for Southern 
Athletic Co. and Southern Sportswear Co. He referred to her in this 
connection as Mrs. R. T. Ross. In previous correspondence and 
documents she was usually referred to, or designated herself, Claire 
Wynn Ross, Claire W. Ross, C. Wynn Ross, or C. W. Ross. 

Four months later, on the occasion of his withdrawal from the presi- 
dency of Wynn Enterprises, Mr. Wynn withdrew his sister’s authority 
to represent the two aforementioned companies in any dealings with 
the Quartermaster or other Government agencies. He asked her to 
terminate any negotiations in process as soon as possible, saying that 
he would represent the companies in the future. 

Mrs. Ross attributed her brother’s action to his getting ‘‘mad with 
me that day.” She said: ‘“‘He rescinded that the next day because 
he needed me again’”’ (hearings, p. 199). 

Mr. Wynn’s letter of resignation as president, dated October 1, 
1956, was considered at a board meeting of Wynn Enterprises, Inc., 
in New York City on October 5, according to minutes prepared by 
Mrs. Ross. She identified Mr. Wynn and herself as present and con- 
stituting a majority of two for purposes of a directors’ meeting, 
although Mr. Wynn was not in New York City at the time. 


ROLE OF WYNN ENTERPRISES, INC, 


Wynn Enterprises, Inc., whose only employees for many years have 
been Mrs. Ross and a secretary-typist, served mainly as a New York 
sales and buying office for various Wynn companies. For these 
services the New York corporation was paid, not on the basis of con- 
tract arrangements or bills submitted for specific work performed, but 
according to Mr. Wynn’s whim and generosity. Mrs. Ross said that 
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she received “whatever they might spare when I need money.” She 
was unable to say how the worth of her corporate services was com- 
puted, stating merely that ‘““Mr. Wynn does it” (hearings, pp. 197- 
198). 

Mr. Wynn acknowledged that he decided personally and arbitrarily 
how much he should pay to Wynn Enterprises, Inc., for services 
rendered (hearings, pp. 131, 162, 165). 

Obligations for these payments to the New York corporation 
Mr. Wynn apportioned among his other companies. Illustrative of 
the complicated intercompany transactions that sometimes ensued is 
the following postscript in a letter from Mr. Wynn to Mrs. Ross 
dated April 23, 1954 (hearings, p. 171): 


Claire, I wish you would clear up this matter about the 
Salvage Co. with Joe Henry, as we need to get it off of the 
books and if you can show where it has been paid we cer- 
tainly need to show it as it is only another intercompany 
transaction that I would like to get out of the way. 

Now very shortly I am going to send a very substantial 
check to you from the Southern Athletic Co. In return 
I want you to pay Southern Sportswear. 1 want to get all 
these items off the books where everything will be even. 
I am going to let you charge Southern Sportswear for the 
services that you have done this last 6 months. lt will be 
somewhere around $6,000. I am determined that we will 
clear these matters off of the books at once. 


Mr. Wynn stated that not only his auditor and bookkeeper but 
the Bureau of Internal Revenue had criticized the excessive inter- 
company transactions, and consequently since 1954 he had endeavored 
to keep them down (hearings, p. 171). 


DELINQUENCIES IN CONTRACT PERFORMANCE 


The Wynn companies were so loaded down with Government 
contracts that only in rare instances were they able to deliver on time. 
Of 58 contracts awarded to these companies by the military services 
from 1951 through 1956, more than 50 failed to meet the specified 
delivery schedules. The time delinquencies varied from a few days 
to many months. Only five contracts were completed within or 
ahead of schedule. 

A quick glance at the composite list of contract awards will indicate 
the overloading. There were 11 instances in which the Army awarded 
2 contracts on the same day to Wynn companies. In 5 instances the 
paired contracts went to 1 company rather than 2 companies. 

During the month of May 1952 the Wynn companies together held 
12 Army contracts calling for deliveries in that month. In November 
1956 they held 10 Army contracts. Southern Athletic Co. alone held 
6 contracts in May 1952. Delinquencies in other contracts caused 
the companies to work on more than the number of contracts awarded 
for performance during those periods (bearings, pp. 287, 330). 

The performance of Southern Athletic, the oldest and largest Wynn 
company, shows the pattern of chronic delinquencies (hearings, p. 38). 

From January 5, 1951 to August 15, 1956, Southern Athletic 
received 22 Army Quartermaster contracts totaling $7,686,641; 9 of 
these contracts, totaling $2,131,656, were received in 1951 and none 
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was be veg on time. Delays ran from 42 to 217 days and averaged 
103 days. 

Five of these contracts, totaling $1,586,769, were received from 
January 14, 1952, to November 10, 1954, and none was completed 
on time. Delays ran from 25 to 108 days and averaged 75 days. 

Four of these contracts, totaling $926,838, were received in 1955 
and two of them were completed ahead of time. Delays on the other 2 
contracts were 47 and 153 days, averaging 100 days. 

Four of the contracts, totaling $3,041,378, were received in 1956, 
and according to information furnished by the Quartermaster General’s 
Office, the contractor at the time of the hearings was far behind 
schedule on one contract and delinquent on another; on a third con- 
tract deliveries were ahead of schedule, while on the fourth contract 
the schedule was extended to provide for the first delivery by March 5, 
1957. 

At the time of the hearings the Air Force reported the Wynn 
companies delinquent on 2 of 4 completed contracts amounting to 
$2,788,495, with an incompleted contract of $980,601 on schedule 
in its initial deliveries (hearings, p. 99). 

The Marine Corps reported that its 4 contracts, totaling $151,000, 
were all delinquent, one as much as 11 months, and another 9 months 
(hearings, pp. 45, 49, 65). 

While the Marine Corps contracts were the smallest in dollar 
volume, compared to the Army and Air Force contracts, the Corps 
made the most vociferous complaints to the Wynn companies about 
their performance. (See appendix exhibit 10.) In August 1956 
Southern Athletic Co. was advised by the Marine Corps on two 
contracts for athletic shirts and pants: 


Information has reached this office which indicates that 
your firm is making no effort to overcome the serious delin- 
quencies existent against the above contracts. It seems 
highly irregular that almost all of your machines and per- 
sonnel are being used to satisfy your commercial obligations 
considering the fact that the award was made in accordance 
with your understanding of the value placed upon strict 
adherence to the stipulated schedule. 


The same month the company was again advised concerning one of 
these contracts: 


Several letters have been written to you regarding the 
serious delinquency existing against referenced contract 
which to date have not been acknowledged. ‘This occasion 
is taken to express the extreme displeasure of the Marine 
Corps with your poor delivery performance under this con- 
tract and to advise you that same has been made a matter of 
official record. It will be to the interest of your company 
to bring this contract to conclusion without further delay. 


The following month the company was admonished: 


Your attention is invited to the fact that upon accom- 
plishing shipments involving approved quantity variation, 
it is understood that same will reflect the proportionate sizes 
involved and quantities destined each destination. 
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A review of the records on hand indicate that not only has 
your company flagrantly violated the delivery terms of 
referenced contract, calling for compietion March 6, 1956, but 
your numerous revised schedules have never been complied 
with, causing serious inconveniences in the Marine Corps 
supply system. In this connection, your attention is directed 
to the last letter received from your concern of November 6, 
1956, under which it was advised contract would be com- 
pleted ‘‘within the next few days.’’ While referenced con- 
tract is now over 9 months delinquent, information has been 
received to the effect that the facilities available at your plant 
are now being allocated for commercial supplies and there is 
nothing in progress of production. 


In January 1957, complaining about a delinquency on a contract 
with Southern Aviation Manufacturing Co., the Marine Corps wrote: 


Your attention is invited to the fact that every contract 
issued to your concern by this activity is characterized by 
extreme delinquency and it would appear that your firm 
cannot be depended upon to deliver the items ordered within 
the specified delivery time. 

Lok ; ' te 

his factor shall be taken into serious consideration in the 
awarding of future contracts. 


Mr. Wynn stated before the subcommittee that his performance 
record in military clothing manufacture ‘‘is far ahead of the rest of 
the country, and is outstanding on the items I produce.’”’ He stressed 
the “human element” in clothing manufacture, attributing late deliv- 
eries to inexperienced labor, employee absenteeism due to illness, and 
difficulties of the Quartermaster Corps in furnishing Government 
material (hearings, p. 152). 

As for getting more contracts than he could handle, Mr. Wynn said 
the fault was his rather than the Government’s. 


It is just like a man sitting down to eat a 4-pound steak 
when he shouldn’t eat but two. Sometimes | may have 
have bitten off more than I could chew (hearings, p. 152). 


ARMY JUSTIFICATION FOR DELINQUENCIES 


The Army witnesses, defending both Mr. Wynn’s performance 
record and their own, (1) stressed the “human element’’ as did Mr. 
Wynn, pointing to the low quality of labor in this industry; (2) 
presented data purporting to show that delinquencies of other com- 
panies on some recent Army contracts were just as serious, if not more 
so, than those of the Wynn companies; (3) emphasized that, delin- 
quencies were most acute in the Korean war period when the Army 
was pressing for all the production it could get; and (4) contended 
that the delinquencies often were due to excusable re (hearings, 
pp. 37, 40-42). 

The subcommittee is not impressed by these arguments. 

By its loose and irresponsible procurement :practices in the clothing 
field over the years, the Army has done little or nothing to improve 
the quality of industrial performance in this area. It has attracted 
marginal operators who trade on marginal labor. The Quarter- 
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master Corps has accepted the least responsible elements as the norm 
for the industry. 

The Wynn companies are a marginal operation magnified. Mr. 
Wynn had worked out his own kind of adjustment to ill-planned and 
disorganized military procurement, establishing mu!tiple corporations 
to expand his bidding opportunities and to insure continuity of opera- 
tions by getting a large share of Government business. 

The fact that delinquencies in deliveries are common among 
clothing contractors to the Government and not unique to the Wynn 
companies hardly speaks well for the military procurement agencies, 
On any count, the record of contract performance is abysmally poor. 
The military agencies have not used the resources available to them 
to put a stop to such persistent irresponsibility. They aid and abet 
delinquency. 

The Korean war, of course, has become the grand excuse for every 
major procurement error of the decade. The subcommittee has en- 
countered it on numerous occasions. We cannot help but wonder 
what would happen in a major conflict, if so much disorganization 
and inefficiency in procurement and supply was due to the Korean 
incident. In any event, the Wynn companies did not greatly im- 
prove their performance record after the emergency was over. (See 
hearings, pp. 38-39.) 


RESPONSIBILITY FOR DELAYED DELIVERIES 


The subcommittee recognizes that delays in delivery are not always 
the fault of the contractor. Failure of the Government to furnish 
materials on time, or delays in approving samples, or external factors 
beyond the control of both contractor and Government, may cause 
excusable delays on the contractor’s part. 

At the subcommittee’s request, the Office of the Quartermaster 
General furnished a list of contracts with the Wynn companies over 
the 1951-56 period on which deliveries were late, with an explanation 
of the reasons for delays and the relative responsibilities of the con- 
tracting parties. An analysis of this information indicts both the 
Philadelphia Quartermaster Depot and the Wynn companies for lack 
of adherence to contractual delivery dates. Certainly, if the de- 
ficiencies of the Philadelphia Quartermaster Depot on the Wynn 
contracts are typical of its actions on contracts generally, the depot 
has failed completely to instill in contractors of the cut-make-and- 
trim industry a respect for contractual obligations regarding timely 
performance. 

The Quartermaster General’s list shows, for instance, that the 
Government considered itself partly at fault in 16 cases and wholly 
at fault in 2 cases. In 13 of these cases the Government failed to 
meet its contractual obligations to furnish materials on time, in 1 
case being late 45 days. In another case the Government was late 
approximately 40 days in furnishing patterns. In still other cases, 
delays were caused in part by the Government changing the type of 
cloth to be used; by the time taken in clarifying the specifications; 
and by the time taken to approve the shade of contractor-furnished 
material. 

The above record of deficiencies on the part of the Government 
could serve only to foster an attitude throughout the Quartermaster 
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clothing procurement structure, including its contractors, that 
contractual delivery dates are meaningless. 

The list shows further that the Wynn companies were at fault, in 
part or entirely, for delays in 40 cases. In a great majority of the 
cases, the reasons advanced by the Government for the contractors’ 
delays were (1) insufficient plant capacity, and (2) facilities used on 
other contracts (in effect, the same as insufficient plant capacity). 

While the contractors are largely at fault through their insatiable 
hunger for contracts which they cannot perform in accordance with 
specified terms and conditions, the military procurement agencies 
also must be severely criticized for loading down the companies with 
new contracts in the face of repeated and current delinquencies, 


INEQUITIES TO OTHER BIDDERS 


If delinquencies are accepted time and again, without prejudice to 
the bidder, he obtains a built-in advantage over competitors. He 
can count on making late deliveries when he formulates his bid price, 
thereby obtaining an advantage just as surely as when the procuring 
activity grants him extended deliv ery schedules after bid opening, an 
action ‘ordinarily proscribed under the bidding law. 

Not only do late deliveries afford a price advantage i in minimizing 
overtime payments, additional facilities, and equipment, and the use 
of skilled rather than untrained labor, but they enable the company 
or companies to bid on other Government work or to perform more 
profitable civilian work before adequately discharging their existing 
commitments to the Government. 

Thus, Southern Athletic Co., in handling a Marine Corps contract 
in 1956, received a 30-day extension and demanded an additional 60 
days’ leeway on deliveries, despite the fact that the Marine Corps 
procuring activity had decided that the entire facilities of the plant 
were allocated for work on an Air Force contract and for civilian work. 

A contractor bidding on new procurement may be rejected as non- 
responsible on a particular bid, if within the judgment of the Govern- 
ment contracting officer, he has a record of delinquency on past or 
current contracts. The Armed Services Procurement Regulations 
are very clear on this point. Section 1-307 states that a prospective 
contractor, to be declared responsible, must meet all of 6 requirements, 
including the 2 following (hearings, p. 95) 


(d) Is able to comply with the required delivery or per- 
formance schedule (taking into consideration all existing 
business commitments) ; 

Has a satisfactory record of performance, integrity, 
judgment, and skills. 


With reference to military clothing procurement, these regulations 
are honored more in the breach than the observance. ‘The con- 
sistently bad record of performance by the Wynn companies rarely 
caused the military procurement agencies to disqualify their bids. 
Even though the Quartermaster Corps found in retrospect that lack 
of capacity to perform was a major reason for delinquencies, its 
procurement officers were not deterred in prospect. They continued 
to make new awards to the Wynn companies. 

This practice is all the more reprehensible when it causes the 
procurement agency to reject a low bidder on grounds of insufficient 
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capacity and make the award to a Wynn company at higher price, 
only to be faced with late deliveries because of the Wynn company’s 
incapacity. 

The 49 Army contracts awarded to the Wynn companies in the 
1951-56 period had lower or comparable bidders in a majority of the 
cases who were rejected for various reasons. (The term “comparable” 
is used here to denote a close range of bid prices where the procurement 
may be too large for the low bidder’s capacity, and those within the 
price range are eligible for partial awards.) 

By actual count, the Wynn bidder receiving the award was not 
clearly the lowest bidder for all or part of the procurement in 35 of 
the 49 contracts. Rejected low or comparable bids on some contracts 
awarded to Wynn companies numbered 4, 5, 6, or 7, and in several 
cases as many as 9. Occasionally these included Wynn companies 
which were rejected despite their underbidding other Wynn companies. 

Many reasons are given by the Quartermaster General’s Office for 
rejecting lower or comparable bids in these 35 cases. They include 
lack of manufacturing facilities and know-how, unavailable capacity, 
inadequate financing, inexperienced labor, unsatisfactory perform- 
ance on previous contracts, mistakes in bid provisions, and defective 
samples submitted with bids. Some bids were conditioned on receiv- 
ing other pending awards and accordingly were voided by such 
alternative awards. 

The reasons for rejecting these lower or comparable bidders appear 
legitimate enough, until we consider that in a number of cases the 
Wynn company receiving the award at a higher price failed to pro- 
duce according to contract terms for the very reasons that caused the 
lower bidder to be rejected. Examples can be readily shown. 

Centre Manufacturing Co., a Wynn company, received a contract 
on June 25, 1953, for 125,000 pairs of trousers at a unit price of 
$0.6989, a total contract price of $87,362.50. Among 4 lower bid- 
ders rejected, 1 offered a unit price of $0.6725. The procurement 
agency decided he had no “open capacity,” having just been awarded 
another contract. But Centre Manufacturing, the successful higher 
bidder, was 74 days late in completing the contract, and the Quarter- 
master General’s Office later ascribed this delinquency in part to 
“insufficient plant capacity” (hearings, pp. 312, 331). 

Salvage Company of Tennessee, another Wynn company, received 
a contract on January 15, 1952, for 200,000 pairs of trousers in 3 lots 
at unit prices of $2.14, $2.17, and $2.20, the total contract price 
being $435,500. Nine other bidders were rejected, some slightly 
higher, some slightly lower. One of these offered a unit price of $2.17 
for 100,000 pairs, but he was rejected for the reason that “entire 
plant capacity in use during required delivery period.” But Salvage 
Co. was 133 days late in completing the contract, and the Quarter- 
master General’s Office later reported that the delinquency was due 
in part to “insufficient plant capacity” (hearings, pp. 315, 331). 

On the same day that Salvage Co. obtained its award, Wynn 
Enterprises, Inc., was awarded a contract for 100,000 pairs of trousers 
in 2 lots of 50,000 each at unit prices of $2.24608 and $2.2608, a total 
contract consideration of $225,608. Nine other bidders in the price 
range were rejected (including alternate price proposals by Wynn 
Enterprises, Inc., itself), Several of these bidders offered lower 
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prices than Wynn Enterprises, but were rejected for lack of available 
plant capacity (hearings, pp. 324-5). 

Under the Wynn Enterprises contract, delivery was to be accom- 
plished by September 5, 1952, after modification of the contract to 
allow an additional 45 days’ lead time. Final shipment under the 
contract was not made until January 6, 1953, a delay of over 4 months, 
the reason being advanced that the contractor had insufficient plant 
capacity, that he had been working on 2 other contracts and could not 
start on this one until the others were completed. 

A $660,000 contract for flying jackets was let by the Air Force to 
Southern Athletic Co. on June 30, 1955, after 2 lower bidders were 
disqualified for lack of physical facilities. The Wynn company 
was 60 days behind schedule in performing on this contract. The 
Air Force accepted part of the blame because of several changes in 
specifications and problems in sewing operations (hearings, pp. 99, 101). 


EXTENT OF PREAWARD SURVEYS 


Plant surveys by officials of the military procurement agencies 
prior to contract awards are supposed to determine whether the 
prospective contractors have facilities and financing adequate to 
perform. In the cases of the Salvage Co. and Wynn Enterprises 
contracts discussed immediately above, which turned out to be de- 
linquent in part for insufficient capacity when lower bidders had 
been rejected in advance for the same reasons, no plant surveys 
were made. In fact, for 15 of the 49 Army contracts awarded to 
Wynn companies, no plant surveys were made, in some cases for un- 
disclosed reasons, in others for lack of time or because the contract- 
ing officer decided that past performance was satisfactory and facil- 
ities were currently available (hearings, p. 329). 

Several of the Marine Corps and Air Force awards to the Wynn 
companies likewise were made without plant surveys (hearings, pp. 
54, 55, 101, 106). 

In one case the Air Force waived a preaward survey because it 
“wanted to get the money obligated by the end of the fiscal year.” 
Waiver approval was obtained from the Air Materiel Command 
despite the fact that Southern Athletic Co., the prospective con- 
tractor, was on the Air Force ‘experience list”? for suspicion of en- 
gaging in questionable business practices (hearings, pp. 101 ff.). 

Since the military procurement agencies do not require bidders in 
the cut-make-and-trim industry to have all the necessary manufac- 
turing facilities and employees prior to an award, the plant surveys 
do not often tell much. The survey officers frequently take the 
assurances of the plant manager or other available company repre- 
sentative that the facilities are available or will be obtained, only 
to find later that the promises were not kept and deliveries are behind 
schedule. 

Surveys of the Wynn companies are complicated by the fact that 
bids are submitted in the names of several corporations, some of which 
have no facilities but designate the manufacturing locations of other 
Wynn companies on their bids. Survey officers have the difficult task 
of trying to match multiple bid offers against limited facilities, and to 
determine when facilities would be released from other contracts 
performed by the same Wynn company or other Wynn companies. 
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In awarding a $1,579,187 contract to Southern Athletic Co. on July 
31, 1956, for men’s cotton coats, the Quartermaster Corps had to make 
no less than 3 preaward surveys. The following report from the Office 
of the Quartermaster General will serve to show the complexities of the 
matter (hearings, p. 330): 


The first preaward survey report dated March 2, 1956, 
indicated no capacity for May through June deliveries, but 
advised of partial capacity for subsequent months if no 
award was made under other concurrent I/B’s. Subse- 
quently the contracting officer requested a review of that 
preaward survey because of delay in making award. A 
preaward survey report dated April 3, 1956, indicated inade- 
quate capacity in the plant for deliveries scheduled from July 
to December 1956. A preaward survey report dated June 21, 
1956, indicated that a survey of Southern Aviation Manufac- 
turing Co. facilities (same plant as the subject contractor) 
showed inadequate capacity for September 1956 to February 
1957 deliveries. In view of the unresolved conditions in this 
survey, subsequently on July 10, 1956, an industrial specialist 
and a representative from the manufacturing division, this 
installation, made a personal visit to contractor’s plant for the 
purpose of evaluating the plant capacity. The report of that 
visit concluded that the fant had the capacity to perform in 
accordance with the delaveey schedule and an award was 
made on that basis, based on the assumption clause in the bid. 


As noted elsewhere in this report, 2 preaward surveys were made 
in connection with the $834,000 contract awarded to Wynn Enter- 
prises, Inc., on November 13, 1956—the contract which led to the 
congressional inquiries and the resignation of Robert Tripp Ross. 
The company was given a second chance to qualify for an award and 
then failed to get all the necessary facilities and employees within the 
time promised. ‘The company also has failed to meet the amended 
delivery schedule and is currently reported delinquent by the Quarter- 
master General. 


DETERMINATION OF BIDDER RESPONSIBILITY 


Repeated preaward surveys in connection with a single pending 
award not only add to the time and cost of effecting procurement, but 
they allow the prospective contractor time to acquire facilities, the 
lack of which would ordinarily constitute a disqualification. And 
even when the survey report contains negative information, such as a 
notation of delinquencies on other current contracts, the contracting 
officer is not necessarily influenced by these facts in making the 
award. 

The Navy has demonstrated an awareness of the serious deficiencies 
in establishing bidder responsibility by circulating Bureau of Supplies 
and Accounts Instruction 4336.2, dated March 1, 1956 (hearings, 
pp. 80-83). It notes that ‘repeated awards to contractors of doubtful 
reliability’’ show the need for greater emphasis on the part of contract- 
ing officers in determining bidder responsibility. The fact that some 
contractors consistently fail to meet delivery dates is considered an 
indication that “insufficient attention” is given to the applicable 
Armed Services Procurement Regulations and Bureau manuals. 
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Directing contracting officers to make an “affirmative determina- 
tion” of bidder responsibility, the instruction states that “particular 
attention should be paid to suppliers’ current backlog and commit- 
ments.” While present ability to perform is considered more impor- 
tant than a record of previous delinquencies, the instruction states: 


However, a supplier’s current delinquency in contract per- 
formance will establish a presumption of present inability to 
make timely delivery or performance of similar supplies or 
services, and if this presumption is not rebutted by other 
evidence, the existence of which the contracting officer is 
under a duty to ascertain, the contracting officer may 
properly determine the supplier to be nonresponsible. 


The subcommittee sees considerable merit in the Navy Bureau 
instructions if they are adhered to in practice, a situation not now 
evident in the procurement of military clothing. The problems of the 
contracting officer are compounded by the fact that with 3 or 4 mili- 
tary agencies and several civil agencies engaged in such procurement, 
the cumulative delinquencies of the contractor, or the delinquencies 
prevailing on various contracts that he holds at any given time, are 
not necessarily known to each of the procuring activities. The sub- 
committee knows of no systematic methods in operation to fully assess 
bidder responsibility, nor of any central agency where the information 
on present or past performance is brought together and evaluated. 

the single manager for clothing and textile procurement and dis- 
tribution, recently established under Army cognizance, theoretically 
should provide this mechanism. At this time it is not clear, however, 
to what extent the single manager will assume charge of military cloth- 
ing procurement for the other services. Athletic-type clothing in the 
Marine Corps and flying clothes in the Air Force, for example, appar- 
ently will be independently procured (hearings, pp. 77, 100). 


STATUTORY QUALIFICATIONS OF BIDDERS 


The contracting officer’s obligation to ‘determine bidder respon- 
sibility stems not only from procurement regulations but from re- 
quirements of the Walsh-Healey Public Contracts Act (49 Stat. 2036; 
41 U.S. C. sees. 35-45), under which a person who seeks Government 
contracts must qualify as a manufacturer or regular dealer. This 
matter is discussed in more detail in another part of this report con- 
cerning the Wynn Enterprises, Inc. contract of November 13, 1956. 

In trying to ascertain what Government agency or agencies had 
responsibility for seeing that the contractor eligibility criteria of the 
Walsh-Healey Public Contracts Act are observed, the subcommittee 
was caught on a merry-go-round. 

According to the statute, the Secretary of Labor is authorized and 
directed to administer the provisions of the act, specifically including 
the section relating to bidders’ qualifications. This responsibility has 
been affirmed by the Supreme Court (Endicott Johnson Corp. v. 
Perkins, 317 U.S. 501 (1943)). 

The Comptroller General, citing the provisions of law and the 
aforementioned Supreme Court decision, also has stated that the entire 
responsibility for administration of the act is vested in the Secretary 
of Labor. However, the Comptroller General is vested with the 
responsibility under the law “to distribute a list to all agencies of 
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the United States containing the names of persons or firms found 
by the Secretary of Labor to have breached any of the agreements 
or representations required by this act.” This is a routine function 
under the Walsh-Healey Public Contracts Act. Several opinions 
relating to the act also have been rendered by the Comptroller General 
(hearings, appendix exhibit 2, p. 403). 

The Assistant Solicitor of Labor stated that the section of the act 
concerning bidders’ qualifications addressed itself directly to the 
Government procurement agencies. He explained that in the face 
of a multitude of procurement actions by numerous Government 
agencies, it was impractical for the Secretary of Labor to determine in 
the first instance each and every case of contractor qualifications 
(hearings, pp. 378-380). 

Formal determinations after public hearings are made by the 
Administrator of the Wage and Hour and Public Contracts Division, 
usually after routine investigations of new companies or in response 
to complaints from business competitors. If the Administrator 
determines that an individual is not a manufacturer or regular dealer 
under the act, his name and the extent of his disqualification is 
circulated among the Government agencies. 

The Department of Labor’s main concern is with alleged violations 
of the labor provisions of the act rather than with bidder eligibility as 
such. Every time a military or other procurement agency awards a 
contract which comes within the terms of the Walsh-Healey Public 
Contracts Act, a notice is supposed to be sent to the Department of 
Labor. The Department does not know in advance to whom awards 
are to be made and does not screen such awards for compliance with the 
statutory requirements relating to bidder qualifications. 

The Army witnesses showed little awareness of the relationship 
between the administrative determination of bidder responsibility 
and the legal requirements of the Walsh-Healey Public Contracts Act. 
The Army’s Director of Procurement, General Westphalinger, was 
unable to understand, for example, that he was in effect making an 
interpretation of the Walsh-Healey Public Contracts Act when he 
said that a contract award to a person lacking manufacturing facilities 
at the time of the award was not prohibited by procurement regulations 
(hearings, p. 297). 

Captain Caras, as the contracting officer on the Wynn Enterprises 
contract, said he had “‘complete responsibility” to ascertain whether a 
prospective contractor is a manufacturer, but that he usually accepted 
the representation of the bidder (hearings, pp. 213, 224). 

In his opinion an establishment having two employees could qualify 
as a “regular dealer,’’ but when Wynn Enterprises represented that 
amount of employment to him, he said he ‘didn’t like it”’ and referred 
the matter to the Small Business Administration (hearings, pp. 212, 
225). Actually, his reference of the matter to the Small Business 
Administration was a routine requirement following a negative pre- 
award survey, and he qualified the bidder himself after a second 
survey without waiting to find out whether the Small Business Admin- 
istration would issue a certificate of competency (hearings, p. 212). 

The Small Business Administration witness (T. G. Waale), in his 
turn handed back the responsibility for determining bidder qualifica- 
tion to the procurement agency. He stated (hearings, p. 357): 


We make no determination based on whether a person is 
qualified to do business with the Government. 
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Although the bid forms, pursuant to statutory requirements for 
bidder qualifications, require the bidder to designate whether he 
represents himself as a manufacturer or regular dealer, occasionally 
the Wynn bidders omitted this representation entirely or designated 
themselves incorrectly as dealers instead of manufacturers, or desig- 
nated themselves as manufacturers when the particular company 
involved had no manufacturing facilities. In some cases, absence of 
a designation was due to the omission of bid forms entirely, when the 
procurement agency conducted oral negotiations for urgent procure- 
ment (hearings, pp. 101, 225, 231, 291, 337). 

To illustrate the indifference of military contracting officers to 
bidder qualifications required by law: The Air Force awarded a 
contract to Southern Aviation Manufacturing Co. on the basis of a 
bid invitation signed in February 1956 by Matlock D. Hays, president. 
(H. D. Wynn is the president of the company, according to informa- 
tion submitted by Mr. Wynn’s attorney.) The bid form represented 
the company as a regular dealer. Department of Labor regulations 
pursuant to the Walsh-Healey Public Contracts Act define a regular 
dealer as one who owns, operates, or maintains a store or warehouse 
in which supplies of the kind under Government procurement are 
bought, stocked, and sold to the public in the usual course of business, 
Southern Aviation had no such establishment. The Air Force pro- 
curing activity was satisfied that Southern Aviation was a manufac- 
turer (defined differently than a dealer), though the company had no 
manufacturing facilities of its own (hearings, p. 100). 

A similar instance of erroneous designation as a dealer is cited later 
in this report in connection with the Wynn Enterprises award. 

Captain Caras pointed out in the latter case that certain omissions 
or errors in the bid forms are considered minor irregularities which 
may be rectified prior to the contract award. Army procedures per- 
mit such action (hearings, p. 250). 

The subcommittee’s concern is not with the occurrence of minor 
irregularities, but with the perfunctory way in which military pro- 
curement officers treat of matters prescribed by law. Wynn Enter- 
prises or any other Wynn company that lacks manufacturing facilities 
does not become a qualified Government contractor in contemplation 
of the law merely by making a check mark in the little box printed on 
the bid form. Yet the procurement agencies in some cases did not 
even insist that the forms be properly filled out. 


DEFAULT AND DEBARMENT 


Bidder responsibility has a decided bearing on contract performance. 
If the contracting officers are casual or indifferent in determining such 
responsibility, delinquencies are to be expected. Recourse against 
failures to perform is limited by a variety of factors. 

According to the usual contract terms, where the contractor fails 
to deliver on time, the Government can default the contract and pur- 
chase the goods elsewhere, charging the excess costs, if any, to the 
defaulted contractor. If there is a history of repeated failures to 
deliver according to contract terms, the Government can suspend the 
company or companies from the bidders’ list or debar them from fur- 
ther Government procurement. 

Not a single one of the Wynn contracts let by the 3 military services 
was defaulted, although more than 50 were delinquent, and the fault, 
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in a goodly number of the cases, was laid to the contractors. Ona 
few occasions, default action was discussed and the contractor warned, 
but the default privilege was not exercised. 

Maj. Gen. Webster Anderson, Executive Director of the Military 
Clothing and Textile Supply Agency, discounted the usefulness of 
default proceedings against delinquent contractors in the military 
clothing field, for three reasons (hearings, p. 7): 


1. The quantity of cut parts and semicompleted garments 
in the contractor’s possession. It is ordinarily almost im- 
possible or excessively expensive to transfer cut parts and 
semicompleted garments to a new contractor, and it is there- 
fore in the interest of the Government to permit the con- 
tractor to complete the manufacture of the cut parts and 
semicompleted garments. 

2. The act of repurchase itself takes time and any new 
contractor would require additional time to get into produc- 
tion. There would ‘e no point in purchasing from another 
contractor if the new contractor would take longer than the 
original contractor. 

3. Repurchase may result in increased costs and, in the 
event the original contractor should become insolvent be- 
cause of the termination, these increased costs may not be 
recoverable from the contractor. 


Recognizing the problems which militate against default termina- 
tions, the subcommittee suggests, nevertheless, that the military 
procurement agencies ought to do more than issue routine notices to 
delinquent contractors calling attention to the default provisions of 
the contracts. The threat is idle if it is never carried out. 

There is a need, as the aforementioned Navy Bureau instruction 
states, to “impress upon contractors that delivery dates stipulated 
are binding contractual obligations that will be enforced by the 
Government” (hearings, p. 80). If default action is necessary at 
times to accomplish this objective, it should be used. This is not to 
say that the default privilege should be employed in an arbitrary and 
discriminatory way. The subcommittee has observed instances of 
such arbitrary action. 

Under a new “bailment procedure” recently instituted by the 
Military Clothing and Textile Supply Agency, whereby the contractor 
receiving an award puts down a deposit for cloth drawn from a 
military depot, General Westphalinger suggested that default pro- 
ceedings would be less difficult (hearings, p. 255). 

General Anderson stated that suspension or debarment on the 
basis of ‘‘a past history of unsatisfactory performance” is difficult to 
document and not justified in the case of the Wynn companies because 
“some of the delinquencies have been excusable and the quality of the 
product has been, on the whole, good.” He indicated that the 
drastic penalty of debarment was limited to rare cases of willful 
failure to perform involving fraud or other violations of law (hearings, 
p. 8). 

At one time Southern Athletic Co. was debarred from Government 
contract awards, but this action was due to violation of the labor 
provisions of the Fair Labor Standards Act and the Walsh-Healey 
Public Contracts Act rather than to delinquencies in contract de- 
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liveries. In December 1946, after public hearings by a trial examiner 
the Secretary of Labor placed the company on the ineligible list for 
Government contracts. The ineligibility status was removed in 
February 1948 after a showing by the company that the conditions 
in violation of law had been corrected. 

An official list of Labor Act violations charged by the Government 
over a period of years, and the actions taken by Wynn companies in 
response thereto, was furnished by the Secretary of Labor (hearings, 

. 014 ta), 

"Ys 1955 Southern Athletic Co. was placed on the Air Force so-called 
experience list, as noted earlier, but this action was precautionary 
only and did not preclude further awards. 

The Marine Corps witnesses, who reported 100-percent delinquency 
on Wynn contracts, rated these companies as undeserving of further 
awards, but no formal action bad been taken by the Corps at the time 
of the hearings (hearings, pp. 68, 78). 

The subcommittee recognizes that suspension or debarment of a 
bidder is a harsh penalty, a course of action not to be taken without 
full and just cause. On occasion the Comptroller General has 
questioned undue or unreasonable debarment (14 Comp. Gen. 313, 


7 Comp. Gen. 347). But the Comptroller General advised the sub- 
committee that he— 


is not authorized to order the suspension or debarment of 
contractors on the basis of their failure to perform satis- 
factorily one or more previous contracts. 


The procurement agencies, however, can take such action under 
applicable regulations (hearings, appendix exhibit 2, p. 404). 

Other factors aside, the subcommittee believes that a record of 
persistent failure to meet delivery schedules on numerous contracts 
and over a period of time fully justifies suspension or debarment. 
Other factors, however, cannot be put aside. Prevailing procurement 
practices intermingle the delinquencies of the Government and the 
contractor to such an extent that the burden of responsibility cannot 
be placed wholly on the contractor. The subcommittee will review 


briefly some of these procurement practices, chiefly from the stand- 
point of Government responsibility. 


BELATED CONTRACT AWARDS 


“The indifference of contractors to delivery dates is partially attri- 
butable to our own shortcomings,” says Navy Bureau of Supplies and 
Accounts instruction 4336.2; and one of these shortcomings, it con- 
tinues, is “inordinate delay in making awards” (hearings, p. 80). 

Information furnished by the Office of the Quartermaster General 
shows that in 14 of the 49 contracts awarded to Wynn companies 
during the 1955-56 period, the Government was late from 10 days 
to 6 months in making the awards. 

Under so-called assumption clauses of the bid invitations pertain- 
ing to these awards, the delivery schedules are extended by the same 
period as the delay in award. A typical assumption clause, from 
Army Quartermaster contract No. 8316, is as follows: 


The delivery requirements set forth in the schedule are 
predicated on the assumption that the Government will 
forward notice of award by 90 days prior to March 31, 1956. 
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The Government will extend each delivery period in the 
delivery schedule set forth herein by the number of calendar 
days that this assumption is not realized and the contract will 
be drawn accordingly. 


“The purpose of the assumption clause,” an Army witness 
he pur} y 
explained— 


is to give the contractor sufficient lead time in which to 
begin to get his components and get his materials together 
for a performance of the contract (hearings, p. 25). 


A 90-day period was said to be the normal lead time for cotton clothing 
items. 

While the use of the assumption clause was defended by Army 
witnesses in terms of the bidder’s benefit, the subcommittee observes 
that the device makes it impossible for the bidder to know when an 
award actually is forthcoming. The delivery dates specified in the 
bid invitation are meaningless if the procurement agency can defer 
an award at will, automatically extending these delivery dates by 
the extent of its tardiness in making the award. 

In an industry where timing is crucial for determining when facilities 
will be available and what price can be offered, the bidder is entitled 
to know from the bid invitation approximately when the award will 
be made, or, in other words, that the delivery schedules on the bid 
invitation are reasonably firm. 

Procurement planning should not be so erratic and the bid-evalua- 
tion formula so complicated that awards may be delayed for unreason- 
able periods. A period of 6 months 19 days between the bid-opening 
date and the date of award, as was found in a 1956 Army Quartermaster 
contract, is unconscionable in the “‘cut-make-and-trim” industry, or 
in any industry, for that matter. 

There is the further factor that a Government procurement officer, 
if he so willed, could easily manipulate the timing of an award to 
exclude bid offers premised on tight schedules, and channel the contract 
to a favored company with more latitude in production scheduling. 
The record of military procurement in the clothing field is not so far 
above reproach as to justify ignoring the possibilities for favoritism, 


BELATED DELIVERY OF GOVERNMENT MATERIALS 


The assumption clause is used for automatic extension of delivery 
dates consequent not only upon the time of award but upon the time 
the Government-furnished material is delivered. A typical assump- 
tion clause governing material, also taken from Army quartermaster 
contract No. 8316, is as follows: 


The delivery schedule contained herein is based on the 
assumption that the initial delivery of Government-furnished 
property will be made to the contractor at least 60 calendar 
days prior to the first scheduled delivery date. In the event 
this assumption is not realized, the Government will extend 
each delivery period in the delivery schedule by the number of 
calendar days that such a delivery of Government-furnished 
property is delayed. 





30 MILITARY CLOTHING PROCUREMENT 


Information furnished by the Office of the Quartermaster General 
shows 23 instances where extensions of delivery schedules were 
Hr ye because the Government failed to furnish on time the mate- 
rials specified in the contracts. These delinquencies of the Govern. 
ment ran from 5 to 81 days and delivery schedules were extended 
accordingly. 

On 2 contracts the Government was late 16 and 79 days, respec- 
tively, in furnishing the contractor with the schedule of sizes to be 
manufactured, which also required subsequent extension of the 
delivery schedules accordingly. 

On 4 contracts the delivery schedules were extended subsequent to 
award for periods ranging from 45 days to 5 months, at reductions in 
price ranging from 2 cents per unit to 37.5 cents per unit. 


MISUSE OF GOVERNMENT MATERIALS 


At least 20 of the 49 Quartermaster contracts with Wynn com- 
panies resulted in questions concerning the return or disposition of 
Government-furnished property (hearings, pp. 335 ff.). 

Information supplied by the Office of the Quartermaster General 
concerning the nature of these disputed items included (1) material 
reported missing in shipment, (2) material reported received in soiled 
or damaged condition, (3) material improperly identified, therefore 
reported missing, (4) transfers of material by the contractor to other 
contracts, (5) erroneous crediting of returned material from one 
contract to another, (6) excess usage of material, (7) inconsistencies 
and inaccuracies in contractors’ records, (8) discrepancies between 
quantities ticketed and shipped, (9) discrepancies between material- 
cutting reports and contractor’s material accountability, (10) in- 
adequate allowances of Government material. 

For the most part, disputes concerning excess use of Government- 
furnished materials were resolved in favor of the contractors, 
Explanations for shortages or losses usually were accepted and no 
assessment was made, or funds temporarily withheld were returned, 
The files did not disclose the final disposition of some disputed cases. 

In the context of the procurement operations considered in this 
report, the subcommittee sees no evidence that the military procure- 
ment agencies used any more care in conserving Government-furnished 
property than in protecting the Government’s interest in other 
aspects of clothing procurement. The subcommittee is aware that, 
in the cut-make-and-trim industry, Government contractors obtaining 
awards on low price offers utilize every device and opportunity to 
gain some compensating profit advantage. 

General Westphalinger contended that under the new “bailment 
procedure” greater responsibility would be placed upon the con- 
tractor for taking care of cloth furnished by the Government since 
he would, in effect, have to pay for it in advance. For cloth saved 
in cutting and sewing operations, the contractor would get a refund. 

According to the testimony, this procedure would reduce per- 
sonnel and redtape on contract administration in the clothing field. 
General Westphalinger described the procedure as “the biggest move 
I know of in the 2% years I have been in on this procurement job” 
(hearings, p. 255). 

The subcommittee intends to examine the bailment procedure 
more closely at a later date. Representations have been made to 
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the subcommittee by small clothing manufacturers that the required 
advance payments for Government-furnished cloth impose a financial 
burden that works in favor of the larger manufacturers. In view 
of the small number of active bidders for clothing contracts, any 
move that would further reduce this number merits close scrutiny. 


DEVIATIONS FROM CONTRACT SPECIFICATIONS 


Examination of the administrative files on contracts of the Wynn 
companies with the Army Quartermaster disclosed numerous devia- 
tions from contract specifications. Many deviations proposed by 
these firms were approved by the contracting agency, usually at no 
reduction in cost to the Government, or in an insignificant amount. 

A case in the latter category involved negotiated contract DA-36- 
030-QM-6103, dated August 5, 1955, with Southern Athletic Co., 
for 43,200 cotton coats, man’s, at $3.21 each, a total of $138,672. 
Modification No. 1, dated February 6, 1956, reduced the contract 

rice a mere $149.54 for deviations from the specifications on gimp, 
braid seen), slide fasteners (twice), buttons, buckram, paper, and 
thread. 

On Quartermaster contract No. 6424, dated October 24, 1955, also 
with Southern Athletic Co., for cotton coats, deviations from contract 
specifications at no reductions in costs were approved in 13 instances. 
These involved braid (thrice), buttons (thrice), stitching, slide fas- 
teners (twice), buckram, thread (twice), and pocket reinforcements. 

On Quartermaster contract No. 8316, dated July 31, 1956, also 
with Southern Athletic Co., for cotton coats, man’s, deviations from 
the contract specifications on seven items were approved at no reduc- 
tions in cost between October 1, 1956, and January 10, 1957. This 
contract still had some 60 days to run to completion. 

Other Quartermaster contracts of the Wynn companies show ap- 
proval of specification deviations in a varying number of instances, 
sometimes at nominal reductions in cost, such as the 5 deviations on 
labels at reductions of $0.0025 per label, under contract No. 8140 
with Centre Manufacturing Co., but in most instances they were 
approved at no price reductions. 

In some cases, changes in specifications were demanded by the 
Government. In Quartermaster contract No. 6742 with Centre 
Manufacturing Co. and contract No. 6743 with Southern Athletic 
Co., the contractors were advised of 50 changes in manufacturing 
specifications and 1 in packaging specifications. These resulted in 
probable savings to the contractors, but no assessment upon them was 
made, pending further analysis (hearings, pp. 333-334). 

Practically all requests of the Wynn companies for approval of 
deviations were granted. Since a deviation from contract specifica- 
tions, as ordinarily understood, means that something is substituted 
for the article required, it must be assumed that a contractor expects 
to gain financially through such substitution. In this light, it is not 
apparent that the many deviations granted the Wynn companies, at 
very nominal reductions in cost or at no reductions, received realistic 
evaluation before they were approved. On the contrary, a mere 
perfunctory examination seems indicated. 

A further question is presented by the many deviations granted 
to the Wynn companies. Since deviations are requested by contrac- 
tors and are for their benefit, why are not all governmental costs of its 
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deviation procedures charged to the contractor who requested the 
deviation? Why should inspection, laboratory testing, and other 
services be furnished without charge in these cases? 

It is the considered opinion of this subcommittee that a contractor 
who requests approval of a proposed deviation under his contract 
should be charged with the expense the Government accumulated 
directly in deciding whether the substitution was acceptable. These 
should at least include costs of inspection and laboratory testing, as 
well as*the administrative overhead applicable to each of these 
activities. Contractors would be more apt to comply with specifica- 
tions if action on proposed deviations were to be at their expense. 

A still more serious question is presented as to the legality of con- 
tract awards in those cases where Government specifications were 
changed after the bid opening date but prior to the award. Specifi- 
cations here would include delivery time as well as material. 

The summary information presented by the Office of the Quarter- 
master General does not clearly indicate whether additional delivery 
time was granted in some cases (apart from assumption clause exten- 
sions) in such a manner that the Wynn company bidders received 
advantages not extended to other bidders. A 15-day grace period on 
the recent Wynn Enterprises contract, alleged to be an error, is dis- 
cussed later in this report. 

In the case of changes in material specifications, at least, it appears 
that some contracts were improperly made. For example, Southern 
Athletic Co. was low bidder on Quartermaster contract No. 22977. 
After the bid opening the Government changed the material require- 
ment from frieze to wool pile because of an alleged shortage of frieze 
material. This change resulted in a price increase from 92 cents to 
$2.07 per unit. Although the material in question was furnished by 
the Government, the fact remains that all bidders did not have an 
opportunity to submit offers on the same specified material. 

In 17th Comptroller General Decisions, page 558, and in other 
decisions, the Comptroller General has stated this policy: 


To permit public officers to accept bids not complying in 
substance with the advertised specifications or to permit 
bidders to vary their proposals after the bids are opened 
would soon reduce to a farce the whole procedure of letting 
public contracts on an open competitive basis. The strict 
maintenance of such procedure, required by law, is infinitely 
more in the public interest than obtaining an apparent 
pecuniary advantage in a particular case by a violation of 
the rules. 


In testimony before the subcommittee, the acting general counsel 
of the General Accounting Office reaffirmed this policy and expressed 
the belief that the precontract change in specifications just men- 
tioned was an improper one under the bidding law (hearings, p. 299). 


MULTIPLE BIDDING 


The military procurement agencies have permitted Wynn com- 
panies to submit multiple bids, resulting in the following situations: 

(1) As many as five Wynn companies bidding on the same pro- 
curement and offering different unit prices for production in the 
same facilities; 
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(2) Awards to more than one Wynn company at different unit 
prices for the same items; 

(3) Rejection of a low Wynn bidder in favor of a higher Wynn 
bidder on the same item under procurement; 

(4) Awards to Wynn companies which have no manufacturing 
facilities of their own; 

(5) Loading of military contracts on Wynn companies beyond 
their pooled capacity to perform; 

(6) Chronic delinquencies in contract performance; 

(7) Representation of companies as big business or small business 
to suit the convenience of the moment and to facilitate additional 
awards. 

At least 16 of the Army Quartermaster contracts and a number of 
the Air Force and Marine Corps contracts let to the Wynn companies 
in the 1951-56 period were preceded in each case by more than one 
bid from the group. 

In 12 Quartermaster procurement actions involving bids by more 
than one Wynn company, identical producing facilities or plant ad- 
dresses were indicated by the several bidders. 

In 5 cases of multiple bidding by Wynn companies, awards on the 
same item under procurement were made simultaneously to more than 
one Wynn company. 

In 1951 Wynn Enterprises, Inc., of New York and Salvage Company 
of Tennessee submitted bids for the same items of procurement 
(QM-30-280-52-589) at different unit prices, although neither com- 
pany as such was a manufacturing or producing facility. Awards 
were made to Salvage Company at a lower price and to Wynn Enter- 
prises, Inc. at a higher price after it was decided by the procuring 
activity that Mr. Wynn had enough capacity in his other companies 
to produce the amounts to be awarded. 

In 1954, four bids were submitted by Wynn companies on an Air 
Force procurement (IF B-33-602-54-92); in 1955, two Wynn compa- 
nies bid on an Air Force procurement (IF B-33-602-55-84); and in 
1956, three Wynn companies bid on an Air Force procurement (IFB- 
33-602-56-95). In the latter bid, each of the three companies listed 
Knoxville, Tenn., as a producing location. 

In 1955, as many as five Wynn companies bid on a Quartermaster 
procurement (QM-36-030-56-361). Two of these, Southern Athletic 
Co. and Southern Aviation Manufacturing Co., were among the low 
bidders. A preaward survey of Southern Aviation Manufacturing 
Co. made in June 1956 relative to this procurement, noted that the 
subject company, Southern Sportswear Co., Southern Athletic Co., 
Southern Creation Co., and Wynn Enterprises ‘‘all utilize the same 
physical facilities, equipment, and personnel at Knoxville, Tenn.”’ 

The contracting officer noted with respect to Southern Athletic 
and Southern Aviation: “Although the preaward surveys showed two 
addresses, it is one plant with the same equipment.” Mr. Wynn was 
advised by the procuring activity that both companies were regarded 
“as consisting of one corporation, one plant, and one set of machines.” 
He acknowledged this to be correct. 

However, in trying to persuade the Marine Corps on another bid 
that the delinquency of the one company should not be considered 
the delinquency of the other, Mr. Wynn said: “The Southern Avia- 
tion Manufacturing Co., Inc. is a different corporation from the 
Southern Athletic Co., Inc.” 
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In practical effect, Southern Aviation, Wynn Enterprises, Salvage 
Company of Tennessee, and possibly other Wynn companies, were 
dummy corporations for the purpose of bidding on Government 
contracts. 

The Army condones and apparently encourages the practice of 
multiple bidding. General Westphalinger testified (hearings, p. 3): 


The term “multiple bidding” is understood to mean sep- 
arate bids from companies owned or controlled by one indi- 
vidual as distinguished from the submission of more than 
one bid by a single business entity. Neither the Department 
of Defense nor Department of Army regulations prohibit an 
individual who has a controlling interest in several business 
entities from submitting a bid in the name of each entity. 
Bids received from such entities must be considered on 
their own merits unless a fraudulent or deceitful purpose can 
be shown or the bids are collusive. 


The Army acceptance of multiple bidding finds a ready response 
in the cut-make-and-trim industry. Mr. P. M. French of the 
Southern Manufacturing Co. said it was “being done * * * to a 
great extent” (hearings, p. 350). Mr. Wynn himself stated he could 
put in bids for a hundred companies and it would be legal; that he 
had discussed the matter with different branches of the service, and 
that it isa common practice. Then he added (hearings, pp. 140-141): 


What difference does it make if I put in a bid for a thousand 
corporations? There isn’t but one problem, who is the lowest 
responsible bidder. You can’t give it to everybody, so you 
have got to give it to the low responsible bidder. 


In the subcommittee’s view, multiple bidding as practiced by the 
Wynn companies and tolerated by the Government strikes at the heart 
of fair and open competition. One man making up bids for various 
corporatioas under his personal control, representing ‘paper’ corpo- 
rations as manufacturers, allocating facilities from one corporation to 
another at will for bidding purposes, trading on the naivete and in- 
efficiency of Government procurement officials who might decide that 
the facilities are inadequate for his low bid but not for his higher bid, 
is not a competitor against himself. In an industry already suffering 
from a lack of responsible bidders, competition does not thrive upon 
multiple bidding. 

It would seem that the practice of multiple bidding, particularly 
where the identical producing facilities are involved, falls within the 
principle of McMullen v. Hoffman (174 U. S. 639 (1899)), in which 
the Supreme Court of the United States declared invalid on grounds 
of public policy a contract between two parties to submit different 
bids to a Government agency but to share the expenses, divide the 
work, and divide the profits. 

The vice of this bid arrangement, in the view of the Supreme Court, 
was that it induced in the public officials a false sense of real competi- 
tion and an erroneous belief that sufficient bid offers were available 
to determine that the lowest bid is a reasonable one. The fact that 
the public contract in this instance had been awarded to the lowest 
bidder did not dissuade the Court from declaring the bidder arrange- 
ment illegal, since it considered that the bids might have been lower 
yet if the competition among all parties had been bona fide. 
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It is not difficult to conceive, where as many as five Wynn companies 
submit bids on the same procurement, and few other bids are forth- 
coming, that the procuring officers could have an erroneous belief 
as to the reasonableness of the bids. The following letter from an 
official of one or more of the Wynn companies illustrates the point: 


JANUARY 6, 1954. 
Mrs. R. T. Ross, 
Wynn Enterprises, New York, N. Y. 


Dear Mrs. Ross: Enclosed herewith are the bids on the trousers, 
man’s, bakers and cooks, you will note this bid is in the name of 
Florida Athletic Co., Inc. Please sign these three bids before you seal 
them and take them to the New York quartermaster. 

We would greatly appreciate your being at the opening of these 
bids and getting down the prices and calling us here in Knoxville as 
soon as you have the prices. I ask this of you, Mrs. Ross, because we 
have worked very closely on this matter with another concern who is 
vitally interested in securing some of these same trousers and in 
return for some valuable information he gave me I have assured him 
that we would let him know how the prices went immediately upon the 
opening of the bids. We are all interested so that we can be ready 
to bid on the next invitation which is a negotiated opening for this 
same item. We realize that the prices we have quoted are a little bit 
high and there is a good chance that we won’t be awarded on this 
invitation but under no circumstances can we reduce these prices 
that are in this bid as I have given my word that these prices would not 
be lowered in competition with some information that was given me 
byafriend. We are free to do as we please on the next opening which 
is within a few days but on this one we are bound by the prices which 
are in the bid. 

With kindest personal regards, I remain 

Very truly yours, 
Mattock D. Hays. 


Incidentally, Mr. Hays’ expectation that he would not receive an 
award on the basis of his jacked-up bid offer proved to be right 
(hearings, p. 296). 

The Supreme Court in the McMullen case made this pertinent 
observation (at 651): 


Upon general principles it must be apparent that biddings 
for contracts for public works cannot be surrounded with too 
many precautions for the purpose of obtaining perfectly fair 
and bona fide bids. Such precautions are absolutely neces- 
sarv in order to prevent the successful perpetration of fraud 
in the way of combinations among those who are ostensible 
rivals, but who in truth are secretly banded together for the 
purpose of obtaining contracts from public bodies such as 
municipal and other corporations at a higher figure than they 
otherwise would. Just how the fraud is to be successfully 
worked out by the combination, it is not necessary to show. 
It is enough to see what the natural tendency is. Public 
policy requires that officers of such [public] corporations, 
acting in the interest of others, and not using the sharp eye 
of a practical man engaged in the conduct of his own business, 
and not controlled by the powerful motive of self-interest, 
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should, so far as possible and for the sake of the public whom 
they represent, be protected from the dangers arising out of 
a concealed combination and from fictitious bids. 


Some years ago (in 14 Comp. Gen. 168) the Comptroller Genera] 
expressed this opinion, as summarized in the head note: 


Bids should not be received in response to advertised 
specifications from two corporations, one of which is owned 
and controlled by the other, and the business is done for the 
benefit of such other corporation with the corporate identities 
of the two corporations being retained merely for trade pur- 
poses. No bidder should be permitted the advantage of 
double bidding. 


Such undesirable practice, to borrow the Comptroller General’s 
words from the context of another decision— 


would facilitate submission of bids through irresponsible 
dummies, whose bids could be allowed to be rejected or 
backed up by the real principals, as their interest might 
dictate (833 Comp. Gen. 550). 


In the course of this investigation, the subcommittee chairman 
directed the following specific inquiry among others to the Comptroller 
General: 


3. Can an individual, through various companies in which 
he has controlling interest, properly submit more than one 
bid on the same Government procurement when the same 
manufacturing facilities are to be utilized whichever company 
(or companies) under his control is the successful bidder? 


The Comptroller General’s reply, though it recognized that multiple 
bidding under certain circumstances might be permissible, opposed 
this practice in situations posed by the inquiry. The opinion stated: 


With respect to your question No. 3, the practice of 
double bidding is undesirable, particularly where the real- 
tionship between the parties in interest is not disclosed. We 
believe, however, that there are certain factors which should 
be considered before making a complete prohibition against 
the consideration of bids submitted by a party who has the 
controlling interest in more than one firm. Section 3722, 
Revised Statutes, did not prohibit this practice but provided 
only that all bids of the same party “‘may be rejected.” It 
is not unusual for bids to be received from different divisions 
of the same corporation and sometimes from a parent cor- 
poration and one or more of its subsidiaries under the same 
invitation for bids. In such cases the bidders generally are 
responding to separate copies of the invitation sent to them 
and apparently do not have any reason to believe that an 
affiliated company or division has been requested to submit 
abid. We perceive no legal objection to consideration of the 
bids received under these circumstances. An individual 
might also have legitimate reasons for submitting bids on 
behalf of two or more of the companies which he owns or con- 
trols. This could be the situation where partial awards are 
permitted and it is hoped that an award will be made to each 
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of the companies for such amount of work as it can con- 
veniently perform. We do not believe, however, that an 
individual properly may submit more than one bid in a case 
where multiple awards might be made and the same manu- 
facturing facilities are to be utilized. Accordingly, your 
question No. 3 is answered in the negative. 


The subcommittee believes that the multiple bidding practices of 
the Wynn companies and of other companies resorting to similar 
devices are illegal and improper, particularly where the bid offers 
are not separate and distinct in relation to producing facilities and 
where the bidders do not have such facilities in their own right. This 
type of bidding should be specifically banned in Government pro- 
curement. ‘The attendant evils of collusion, fraud, bid manipulation, 
and other actions detrimental to the public interest are invited by 
Government acceptance of such bidding and must be avoided. 


MANIPULATION OF BID OPTIONS 


In one area the Army witnesses did recognize an undesirable feature 
of multiple bidding. General Anderson stated (hearings, p. 5): 


The submission of multiple bids creates a problem when 
the bids contain a short option period. In such cases, a 
bidder both of whose bids are low can to a certain extent 
control the price at which an award will be made by agreeing 
or refusing to extend the option on his lowest bid. 


To illustrate the problem: 

Centre Manufacturing Co. (a Wynn company) and Selma Garment 
Co. both submitted bids on a Quartermaster procurement. Both 
designated Selma Garment’s plant as the place of manufacture. 
Selma Garment was the low bidder, but its bid contained a 15-day 
option period. Since the Quartermaster procurement agency was 
unable to award a contract within that time, and since Selma Garment 
refused to extend the option, Centre received the award at a higher 
price on an extended option, while proposing to use Selma Garment’s 
facilities (hearings, p. 303). 

Mr. Wynn was unable to recall that he ever refused to extend the 
option on one bid and not on another, although he acknowledged the 
advantages of so doing. Pointing out that it was up to the Govern- 
ment to make the award within the option period, he cited an instance 
where his refusal to extend resulted in an immediate decision by the 
Quartermaster to award him a contract for 300,000 pairs of trousers 
within his original 15-day option period (hearings, p. 145). 

In connection with companion bids by Wynn Enterprises and Sal- 
vage Company of Tennessee, a military procurement officer recorded 
& memorandum of a telephone conversation which read in part (hear- 
ings, p. 287): 

Just after finishing this conversation I had a telephone call 
from Mr. Wynn, who indicated to me that he was not extend- 
ing the option on IB 589, since in his opinion he would be 
foolish, since he was in line to get the award at a higher price. 
I told him that he was not the only one that knew that, that 
I had also figured that out. He indicated also that he would 
not extend the option, and that it was up at midnight tonight. 
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I told him further that his bidding had tied us all up, and 
I demanded from him immediately a realistic statement of 
the capacity of the various plants. He promised that he 
would have this for me by Monday morning, at which time 
he would be able to figure his capacity and confirm it if 
necessary by our field men. 


As it turned out, Mr. Wynn extended options on both contracts 
and received awards on both contracts (hearings, p. 287). 

To cope with multiple bidders who extend higher bid options and 
refuse to extend lower bid options, the Quartermaster General, during 
the time of the subcommittee investigation, instructed his procurement 
officers to specify minimum option periods in bid invitations. By this 
means, the bid would be valid for the period the Government estimates 
is necessary for making an award rather than for the period specified 
by the bidder. This procedure had been used in previous procure- 
ments but was dropped during the Korean emergency when contractors 
objected to keeping the bids open for 20- or 30-day minimum periods 
because of commitments on wool and other material (hearings, 
pp. 8-11). 

Some questions were raised as to the legality of specifying a mini- 
mum option period in view of the Comptroller General’s opinion in a 
related case, but the Quartermaster General’s office decided to reinsti- 
tute the procedure. 

The subcommittee has no particular objection to the requirement 
that bidders on clothing procurements specify minimum option periods 
on their bid forms, so long as the Comptroller General sees no violation 
of the bidding law and so long as the procurement agencies do not 
transfer to the bidder the burden of their own dilatoriness in making 
contract awards. The legal validity of the procedure, as the subcom- 
mittee understands it, rests on the ‘Government’s ability to specify a 
“true minimum period * * * to evaluate bids” (hearings, p. 257). 
The experience of the military procurement agencies to date affords 
little ground for assurance on this score. 

As for curing the tendency of multiple bidders to manipulate bid 
options, the subcommittee believes that the use of a minimum option 
requirement would be rendered superfluous if multiple bids themselves 
are proscribed, as the subcommittee recommends. 

The Quartermaster Corps has attacked the multiple-bid device in 
another limited way, by reserving the right to require bidders to 
submit an affidavit of ownership (hearings, p. 5) 

This requirement grew out of congressional inquiries in the clothing- 
procurement field which revealed such practices as the use of new 
corporations to conceal debarred or suspended bidders (hearings, 

. 12-13). 
ae memorandum of June 28, 1956, submitted for the record by 
General Westphalinger, includes this statement addressed to the 
Philadelphia Quartermaster Depot in behalf of the Quartermaster 
General (hearings, p. 13): 


It would also appear that the affidavit requirement would 
assist the contracting officer in determining whether the 
bidding is in fact competitive or is the result of direction by 
a party having a controlling interest in several firms. 
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The subcommittee observes that the Quartermaster General at this 

int appears to recognize the anticompetitive aspects of multiple 
Fidding even while the practice occurs in day-to-day procurement, 
and for which practice his representatives entered a justification before 
the subcommittee. 

In rejoinder to the Quartermaster General’s memorandum, the 
Quartermaster Depot agreed that the affidavit of ownership had 
merit, not only in detecting suspected evasions of suspension or 
debarment, but also “‘in the investigation of suspected syndicates and 
conspiracies in restraint of trade.” The depot recommended that 
the information to be sought should not be limited to second or 
beneficial ownership but should extend to— 


any circumstances whereby control or influence over the 
bidding, manufacture, and policy of a company is exercised 
or whereby profits might be siphoned off or participated in 
by parties other than the apparent or record management 
and ownership (hearings, p. 13). 


On January 23, 1957, the Clothing Branch of the Quartermaster 
Depot was authorized to take action to purify the cut-make-and-trim 
bidders’ list by requiring the affidavit of ownership during a 6-month 
period on a test basis. The requirement was to be imposed in all 
cases of doubt as to ownership of the bidding firm (hearings, p. 14). 

The subcommittee concurs in the evaluation of the Quartermaster 
Depot that the affidavit should be employed to obtain realistic in- 
formation on control techniques used S bidders to suppress com- 
petition. If the affidavit requirement becomes another routine and 
perfunctory procedure, it will serve no useful purpose. 

Maj. Gen. Alfred B. Denniston, the Acting Quartermaster General, 
said that the affidavit would be selectively used because it is an 
“expensive administrative procedure” (hearings, p. 12). In view of 
the small number of active bidders, the expense of administering this 
provision should not be very great. And certainly it is more eco- 
nomical to weed out dndentabie bidders than to pay the extra costs 
of noncompetitive awards, of contract administration on delinquent 
contracts, of repeated plant surveys, and of other factors associated 
with irresponsible concerns. 

The ownership affidavit should prove useful in ruling out multiple 
bids, as recommended by the subcommittee. The subcommittee 
believes that the requirement should be adopted as a permanent 
feature in procurement areas susceptible to multiple bidding. 


BIG-SMALL BUSINESS STATUS 


The multicorporate arrangement maintained by Mr. Wynn for 
Government contracting purposes lends itself, among other uses, to 
selective designation of companies as small business. Through cor- 
porate diversification he can attempt to maintain a small-business 
status for the purpose of getting additional awards set aside in whole 
or in part for small business. 

Furthermore, by bidding in the name of companies which have no 
manufacturing facilities and therefore very few employees, he repre- 
sents himself as small business and then hires the necessary number 


of employees after the awards, even if this number places him outside 
the small-business category. 
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In bids submitted by Mr. Wynn’s companies through the years 
he has variously represented one or another of these companies as 
big business at one time and as small business at another, or has 
failed to specify the number of employ ees. The Small Business Ad- 
ministration and its predecessor agencies, having wrestled with 9 
baffling problem, present a confused picture of determinations, first 
that the Wynn companies are not small business, then that they are, 
and still later, that they are not small business, and so on. 

The record shows that in March 1953, in connection with a pending 
military procurement, it was determined by the Small Defense Plants 
Administration that Southern Athletic Co. and Majorette Sportswear 
Co., Inc., were not small business because they were affiliated with 
each other and also with Florida Athletic Co., Inc., Centre Manu- 
facturing Co., Inc., Wynn Enterprises, Inc., Hall-Tate Manufacturing 
Co., Emporium Corp., and T. & W. Manufacturing Co. This de- 
termination apparently was based on the reports of a national credit 
agency. 

Centre Manufacturing and Florida Athletic protested the deter- 
mination, and based on statements of Matlock D. Hays, president of 
Centre, W. R. Wynn, president of Florida Athletic, and H. D. Wynn, 
it was determined that each of these 2 firms was an independent 
firm with fewer than 500 employees and therefore could be classified 
assmall business. The initial determination otherwise was unchanged. 

The above determinations, however, failed to change the bidding 
tactics of the Wynn companies, as shown by the record of bids re- 
ceived on contracts TAP-1781 and 1789 awarded to Florida Athletic 
Co., Inc., simultaneously under date of May 19, 1953. Although 
both these procurements were restricted to small-business concerns, 
Southern Athletic Co. submitted bids on each procurement and each 
of its bids was rejected for the same reason, “nonresponsive—big 
business.” 

In May 1954 Southern Athletic Co. was classified as a small-business 
concern on the certificate of H. D. Wynn that the business owned or 
controlled by him employed less than 500 persons. Such a decision 
on the part of the Small Business Administration is difficult to under- 
stand in the light of the information on which the initial determination 
of big business was made. However, it well illustrates what can 
happen when an agency of the Government accepts without investiga- 
tion, the self-serving statements of an applicant. 

The Small Business Administration representative who summarized 
for the subcommittee the various determinations, stated that this 
agency had no records to indicate that Southern Athletic participated 
in any small business procurement on the basis of Mr. Wynn’s cer- 
tification (hearings, p. 353). Data supplied to the subcommittee by 
the Office of the Quartermaster General show that Southern Athletic 
received three contracts as a result of that ‘small business’’ classifica- 
tion (hearings, p. 325). 

Furthermore, the Small Business Administration was unaware 
that Southern Athletic received an Air Force contract exceeding 
$1,400,000 on April 30, 1954, preceding Mr. Wynn’s certification 
on May 1, 1954. Southern Athletic was not classified as small business 
on April 30, 1954, but an Air Force witness stated that this and three 
other awards to Wynn companies were small-business awards (hear- 
ings, pp. 109, 360). 








MILITARY CLOTHING PROCUREMENT 41 


During the time between May 1954 and November 1956, when 
Southern Athletic received 3 Quartermaster contracts totaling 
approximately $400,000 by virtue of the small-business classification, 
it received 6 additional Quartermaster contracts totaling approxi- 
mately $6 million without regard to the small-business classification. 

In March 1956 Shelby Air Force Depot requested advice of the 
Small Business Administration as to the size of Southern Sportswear 
Co., Southern Athletic Co., and a new company, Southern Aviation 
Manufacturing Co., all of which had submitted individual bids on a 
procurement set aside for small business. According to Mr. Wynn, 
Southern Aviation Manufacturing was wholly owned by him and had 
no employees, the company having been formed merely to bid on 
Air Force contracts. 

The Small Business Administration regional director in Atlanta, 
Ga., determined that these companies and affiliates were not small 
business. Mr. Wynn appealed the ruling, and his appeal was sustained 
by the Size Standards Committee. 

Southern Aviation, which admittedly had no employees, was clas- 
sified as small business on the invitation for bids issued by Shelby Air 
Force Depot. How a firm which admittedly has no employees and 
exists in name only, can be certified to be a legitimate small-business 
concern entitled to Government business, must be explained by the 
Small Business Administration. In any event, it is difficult to per- 
ceive how this will help distribute a share of the Government’s busi- 
ness to legitimate small-business concerns. 

In making the above certification of Southern Aviation as small 
business, the Small Business Administration notified its regional direc- 
tor at Atlanta, Ga., on April 18, 1956, that the classification applied 
only as of March 16, 1956, in connection with the particular Air Force 
procurement and would not be applicable to other bids submitted 
by any of the Wynn companies. ‘This limitation was made on the 
grounds that employment by these companies varied from time to 
time (hearings, p. 354). 

Nevertheless, the Philadelphia Quartermaster Depot regarded one 

of the companies, Wynn Enterprises, as small business in requesting 
a certificate of competency from the Small Business Administration 
in connection with a pending award in October-November 1956. 
General Westphalinger stated to the subcommittee that Wynn Enter- 
prises was regarded as a small business at the time of its bid (hearings, 
». 213). 
; About the same time, on October 25, 1956, Wynn Enterprises, 
apparently the low bidder on an Air Force procurement, protested 
through Claire Wynn Ross a determination that the company did 
not qualify as small business, submitting various documents in sup- 
port of the protest, including a copy of Mr. Wynn’s resignation dated 
October 1, 1956, as president of the firm. The protest was rejected, 
and on November 23, 1956, Mrs. Ross was informed that Wynn 
Enterprises was classified as large business, as it was affiliated with 
concerns owned or controlled by H. D. Wynn which employ in aggre- 
gate more than 500 persons. This determination, according to the 
Small Business Administration, was based on Mr. Wynn’s statement 
that he controlled Wynn Enterprises, among other companies (hear- 
ings, p. 355). ‘ 

Following is a statement of the more recent tactics of the Wynn 
companies to obtain Government business dependent upon their 
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status as large or small business, and the apparent ineptness of the 
Small Business Administration to deal with the certification problem 
under its present procedures. 

In November 1956, Southern Athletic advised the Small Business 
Administration regional director at Atlanta that it employed more 
than 500 persons and was large business. 

On January 5, 1957, Mr. Wynn protested the classification of large 
business in connection with an invitation to bid issued by the Phila- 
delphia Quartermaster Depot, on which Southern Athletic was low 
bidder for 200,000 men’s cotton jackets, claiming that the manufac- 
turing concerns he controlled and operated employed only 430 people 
at the time of submission of the bid. To support this statement Mr, 
Wynn submitted a list of employees for the period December 24-29, 
1956, Christmas week, obviously not a normal payroll period, a point 
which was completely lost by the Small Business Administration 
witness (hearings, p. 356). 

At this time Mr. Wynn listed two employees for Wynn Enterprises 
and denied that he “controlled” that company, apparently reversing 
his contention (as reported by the Small Business Administration) of 
November 1956. Although Wynn Enterprises then held an $834,000 
contract, awarded more than 2 months previously, the Small Business 
Administration was unaware of this fact when it considered Mr. 
Wynn’s representation of two employees for the company (hearings, 
p. 356). 

Mr. Wynn’s protest against the big business classification for 
Southern Athletic was in the preliminary stages of appeal at the time 
of the hearings. 

On the other hand, Matlock D. Hays, president of Centre Manu- 
facturing Co., protested classification of Centre as large business in 
connection with the same invitation for bids and this protest resulted 
in reclassification of Centre as small business, despite the current 
activities of Mr. Hays in other Wynn-controlled companies, such as 
signing a bid in 1956 as president of Southern Aviation, signing 
correspondence for Southern Athletic in 1956, representing these 
companies in personal visits to the Philadelphia Quartermaster Depot, 
and serving as a director of Florida Athletic Co. 

The “‘seesaw”’ certification methods of the Small Business Adminis- 
tration strike the committee as nothing less than absurd. The bidder’s 
representation that he employs less than 500 persons, the size criterion 
for small business, is accepted on its face and questioned only if 
competitor protests. Thus the agency uses as an instrument of 
enforcement the occasional grievance of a private party. 

Of course employment in the cut-make-and-trim industry is, as Mr. 
Wynn stated, an “up and down” proposition, but the subcommittee 
sees no reason why the Small Business Administration should accept 
Mr. Wynn’s count of employment on the downside, even while his 
representations to the agency were in conflict with the numbers hired 
or about to be hired for purposes of performing multiple Government 
contracts. 

Admitting that under its certification procedure, a company could 
be big business one day and small business the next, Small Business 
Administration witnesses stated that beginning in January of this 
year, size determinations would be based on employment averaged 
over a period of time (hearings, p. 357). 
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Mr. Wynn had one definition of affiliation or control, depending on 
50 percent or more stock ownership, and the Small Business Adminis- 
tration had another. Mr. Wynn did not believe his nonclothing 
enterprises should be counted in determining the size of his group for 
purposes of a Government clothing contract. The Small Business 
Administration essayed to count as one business entity all “‘affiliated’’ 
enterprises, using a concept of affiliation broader than stock ownership. 

In accepting Mr. Wynn’s representations, the agency did not always 
know what companies he included, how many contracts he held, or 
how many employees actually were on the payrolls of his assorted 
companies, and it took no independent steps to find out. Neither 
did the agency show any concern whether the companies qualified as 
manufacturers under the Walsh-Healey Public Contracts Act or 
whether they were engaged in such improper activities as multiple 
bidding on the basis of “‘paper’’ companies as well as manufacturing 
establishments. 

In the course of this inquiry the subcommittee chairman directed 
to the Comptroller General the following question: 


4. Can an individual who submits multiple bids through 
various companies in which he has controlling interests 
properly seek to obtain small business awards for any of his 
companies failing in the original bid? 

The Comptroller General replied as follows: 

One of the objectives of the Small Business Act of 1953 is 
to insure fair and reasonable treatment for small-business 
concerns and, if a bidder has attempted to mislead the Gov- 
ernment by submitting multiple bids for companies which 
use the same manufacturing facilities, it would not scem 
proper for that individual to seek to obtain small-business 
awards for any of his companies failing in the original bid. 
Our answer to your question No. 4, therefore, is that we do 
not feel that such a bidder should be considered for a small- 
business award, provided that there appears to be no legiti- 
mate reason for the submission of the multiple bids, such 
as where the bidder hopes to obtain partial awards for 
articles to be manufactured in the plants of two or more of 
his companies. 


The chairman directed this reply to the attention of the Small 
Business Administrator, who took the position in correspondence 
subsequent to the hearings that his agency was concerned only with 
the definition of small business in establishing eligibility for small 
business awards and not with bidders’ qualifications otherwise. 

The subcommittee cannot help but conclude that a reevaluation and 
drastic overhaul of the Small Business Administration’s procedures 
are necessary both in the area of size determination and of certifica- 
tion for competency. The Small Business Act does not authorize the 
Small Business Administration to ignore Federal statutes governing 
qualifications of public contractors and the submission of false infor- 
mation. Nor are the ends of the small-business legislation being 
served by certifying as small business a concern that has no employees 
or manufacturing facilities and placing such an entity in competition 
with legitimate small businesses, 
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Part IV. Wynn Enrerprisses’ Contract oF NOVEMBER 13, 1956 
SUMMARY OF CONTRACT IRREGULARITIES 


In the preceding part of this report, the subcommittee considered 
the procurement problems of the Government in relation to the 
various Wynn companies receiving Government contracts. In this 
part we consider more particularly the Quartermaster procurement 
action of 1956 which led to a $834,000 contract award to Wynn 
Enterprises, Inc., headed by Mrs. Robert Tripp Ross while her 
husband was an Assistant Secretary of Defense. The extent of 
Mr. Ross’ participation and the nature of his association with the 
Wynn companies also will be examined. 

In a prepared statement read to the subcommittee, Mr. Ross said 
“there was nothing unusual or irregular about the award of the Army 
trouser contract to y Wynn Enterprises” (hearings, p. 180). Mrs. Ross, 
in a prepared statement, similarly said (hearings, p. 192): 


In September 1956 Mr. Wynn, as president of Wynn 
Enterprises, submitted a sealed bid for 249,000 pair of 
trousers, and on November 13 contract was awarded to this 
company as low responsible bidder in accordance with normal 
bidding and procurement procedures. 


A detailed inquiry into the circumstances leading to this award, as 
in other business dealings between the military procurement agencies 
and the Wynn companies, reveals practices which tend to make a 
farce of competitive bidding, are contrary to law and public policy, 
and do violence to orderly procurement procedure. A proper and 
timely challenge of the award to Wynn Enterprises, Inc. would have 
shown sufficient reasons for withholding the award or voiding the 
contract. 

The questionable practices and procedures relating to the Wynn 
Enterprises contract will be summarized at this point and then 
considered in detail. 

There were not enough qualified bidders to establish a case for 
effective competition on this procurement. 

2. The Army paid a higher price to Wynn Enterprises for the 
cotton trousers under procurement than was bid by another Wynn 
company on the same item in another pending procurement. Approx- 
imately $45,000 could have been saved by an award on the alternative 
procurement. 

Although the Army justified making this award and canceling 
the other pending procurement on the basis of urgency, it extended the 
award date and the delivery schedules, and then granted Wynn 
Enterprises an additional 60 days’ time (for a small price considera- 
tion) to complete deliveries. An alleged “error” in the contract 
document gave the companies a grace period of 15 more days to 
begin deliveries. The Comptroller General’s Office advised the sub- 
committee that this could constitute preferential treatment in violation 
of the bidding law. 

4. Wynn Enterprises had only two employees and no manufacturing 
facilities at the time of the bid, and on a reasonable interpretation 
of the Walsh-Healey Public Contracts Act and applicable procurement 
regulations, should not have been considered a responsible bidder. 
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5. A preaward plant survey, initiated by the Quartermaster Depot 
prior to the award, recommended against an award to Wynn Enter- 
prises on the ground that evidence of manufacturing facilities and 
personnel was lacking, but the recommendation was not adopted. 

6. Referral of the case to the Small Business Administration for 

a possible certificate of competency was withdrawn and a second 
preaward survey made at the request of Mrs. Ross. The negative 
recommendation of the first survey was reversed. Had the request 
to the Small Business Administration been allowed to run its course, 
the company would not have been granted a certificate of competency 
because it is classified as a big business affiliate. 
7. The contract was awarded on the basis of Mr. Wynn’s credit 
standing and financial resources, although he withdrew from the 
presidency of Wynn Enterprises, Inc., before the date of the award 
and stated to the subcommittee that he “would not endorse that 
contract personally, it had to stand on its own feet.” 

8. A performance bond, required for procurements of this kind, 
was not received within the 10-day period specified in the contract, 
and was demanded by the contracting officer only after this sub- 
committee investigation. The performance bond was received 3 
months after the contract was signed. 

g. Although the Quartermaster Depot awarded the contract on 
the basis of assurances by the company that it would obtain a desig- 
nated number of employees and acquire all the requisite manu- 
facturing facilities, the company was tardy in fulfilling its promises and 
delinquent on deliveries, even after the extension of the delivery dates. 

10. The award to a company headed by Mrs. Ross was made at 
the time Mr. Ross occupied a major administrative post in the Depart- 
ment of Defense. This fact alone, regardless of his alleged disassocia- 
tion from the business affairs or benefits of the company, made the 
contract award “repugnant to public policy” in the opinion of the 
Comptroller General. 


LACK OF EFFECTIVE COMPETITION 


Invitations for bid on this procurement were solicited from 178 com- 
panies; only 9 bids were received. Of these 9, according to Army 
testimony, 7 were conditional; that is, ‘the bidder stated that if he 
received an award on another invitation that was currently issued, 
that he did not want to be considered for this contract or this procure- 
ment” (hearings, p. 22). Gen. Henry R. Westphalinger, the Army’s 
Director of Procurement, testified that the seven conditional bidders 
were eliminated from consideration because they received other awards 
or were ‘‘disqualified for certain reasons” (hearings, pp. 22, 23, 259). 
This left only two active bidders, Wynn Enterprises as the lowest and 
another company as the highest. Since the other company bid for 
only 100,000 of the 249,000 pairs of trousers under procurement, Wynn 
Enterprises was the sole active bidder for the entire amount. 

To repeat, of the 178 bids solicited and 9 offers received, 7 were 
disqualified, 1 other bidder would not produce the whole amount re- 
quired, and Wynn Enterprises was the sole remaining bidder. In 
justifying its decision to make an award to Wynn Enterprises, an 
Army witness stated (hearings, p. 22): 


In the long run, we had no alternative. This man was the 
low bidder, and we had to go to him for supply. 
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The Army, in fact, had several alternatives. It could have thrown 
out all of the bids for lack of effective competition and readvertised the 
ares Or it could have made an award on another pending 

id for the identical item at substantial savings to the Government. 
The curious situation existed whereby the Army could have bought 
cotton trousers on another bid from another Wynn company at a 
cheaper price than that paid to Wynn Enterprises. 

These alternatives were not taken. The Army witnesses said 
they were satisfied that there was sufficient price competition in the 
bids, and furthermore, that the need for the item was too urgent to 
permit either a readvertised procurement or a procurement from an 
alternative bid invitation (hearings, pp. 23, 35, 223). 

As far as price competition is concerned, the Army must rest its 
case on the flimsy condition that only 5 percent of the companies 
solicited made a response to this advertised procurement, and most of 
these were conditional. If this is a normal response to bid invitations 
for clothing manufacture, the subcommittee cannot understand why 
200 to 300 companies are regularly solicited with such little effect. 
This seems to be nothing more than “wheel spinning” and a waste of 
the taxpayers’ funds. Instead of merely continuing routine solicita- 
tion with unproductive results, a vigorous effort to develop additional 
and more stable sources of supply should be of primary concern, under 
the circumstances. 

The price paid to Wynn Enterprises on this award, moreover, was 
not self-evidently competitive. The procurement agency did not 
appear to have any reliable information on unit costs. The last 
procurement of this particular item, according to Army documenta- 
tion, was made in June 1953 at a price of $2.59. In preparing the bid 
invitation for the later procurement, an estimated unit price of $2.43 
was established, even though one might suppose that prices had in- 
creased rather than decreased since 1953. 

The Wynn Enterprises’ bid turned out to be 30 percent higher than 
the estimate, even allowing for a 6 percent discount offer. Since the 
low bid was more than 10 percent higher than the last recorded pro- 
curement, it was necessary, under Army procurement regulations, to 
obtain approval from higher authority. The request for approval 
stated that the Wynn Enterprises’ bid was— 


considered to be fair and reasonable and in line with current 
market prices, because of the increase in the minimum 
wage law which went into effect March 1956. 


Since the minimum-wage law, which increased minimum wages 
from 75 cents to $1, was in effect at the time the estimated procure- 
ment price was established, it is difficult to understand why the esti- 
mate was so far off from the bid offer. The line of reasoning also 
seems to assume that the bidder had paid nothing above the minimum 
in past years and would be expected to feel the full impact of the 
minimum-wage increase. What emerges from this development is 
that the Army’s procurement officials had extremely vague notions 
about the proper price to be paid for a pair of cotton trousers. 


REJECTION OF ALTERNATIVE LOWER BID 


As noted above, there were actually bids pending by Wynn com- 
panies en two separate procurements of identical items. The Quar- 
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termaster Corps had sent out invitations to bid on August 24, 1956, 
for 249,000 pairs of cotton trousers and on October 17, 1956, for 
234,480 pairs of identical trousers. 

Wynn Enterprises and Centre Manufacturing were among the 
bidders on the earlier invitation, and these two companies and South- 
ern Athletic were among the bidders on the latter invitation. 

The Wynn Enterprises’ bid offer was the same on both invitations, 
a unit price of $3.15 (after 6 percent discount). Centre bid 2 cents 
less the second time ($3.23 as compared with $3.25). Southern 
Athletic bid a unit price of $2.96 (after discount). Mr. Wynn himself 
prepared the lower bid offer for Southern Athletic and the higher bid 
offer for Wynn Enterprises. 

By throwing out the bids on the first invitation, an action that 
would have been fully justified in the cireumstances discussed above, 
and by accepting t the Southern Athletic offer on the second invitation, 
the Quartermaster Corps would have saved the Government 
$44,551.20. 

Instead, the Quartermaster Corps threw out the bids on the second 
invitation and made an award on the first. The explanation for 
canceling the latter award is interesting. According to the notations 
on the settee of bids, 2 of the 8 bidders were rejected in accordance 
with Army procurement procedure 2-403 (f) which allows the con- 
tracting officer to reject bids that are not reasonable. The remaining 
5 bidders, which included 3 Wynn companies, were rejected in accord- 
ance with APP 2-403 (i) which allows a contracting officer to reject 
the lowest bid as to price if the bidder is determined to be not respon- 
sible. The elements to be considered in determining responsibility 
in turn are governed by APP 1-307, which includes a variety of 
factors, including adequacy of financial resources and manufacturing 
facilities. 

When questioned about the decision to reject all bids on the later 
invitation, including Southern Athletic’s low bid, Capt. James Caras, 
the contracting officer, ventured two arguments: (1) Southern Athletic 
Co. lacked the “capacity or facilities to perform” on its bid, and (2) 
so much time was spent on the first bid that additional time could 
not be spent on the other. Captain Caras stated (hearings, p. 223): 


I had already put 60 days on this one, and to wait 
another 60 days I don’t believe would have been to the best 
interest of the Government. 


As for the first argument, it strikes the subcommittee as absurd 
that Southern Athletic would be ruled out when Wynn Enterprises, 
with two employees and no manufacturing facilities in its own name, 
would be qualified—and qualified, moreover, on the first bid and not 
on the second bid. Mr. Wynn pooled all his facilities for manufactur- 
ing on Government contracts. Wynn Enterprises, a New York sales 
and buying office for the Wynn companies, depended on such manu- 
facturing facilities as Mr. Wynn allocated for the performance of a 
contract. He could have decided just as easily to retain the facili- 
ties for Southern Athletic, had the Government decided to make an 
award at this lower price. 

The second argument is just as specious as the first. If procurement 
was so urgent, why was the award delayed and Wynn Enterprises 
granted extra time after the award to commence production? 
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Invitations on the first bid were sent out August 24, 1956, Bids 
were opened September 14 and a contract awarded to Wynn Enter- 
prises on November 13. About 80 days were taken up with this 
procurement action. 

Invitations on the second bid were sent out October 17, 1956. Bids 
were opened November 7. At this point, before the Wynn Enter- 
prises award was made, the procurement agency had an opportunity 
to select the Southern Athletic bid at a saving of approximately 
$45,000. Instead, the Quartermaster Depot rejected the second set 
of bids, which rejection was finally effected on December 27, 1956. 

The argument for urgency is the more ill considered when it is 
recalled that the last procurement of Army trousers of this type had 
been made in June 1953. Certainly, procurement planning should 
have taken care of this requirement over a period of more than 3 
years without allowing a sudden urgency to develop in which 2 pro- 
curements are instituted within a space of months and only the more 
costly one effected. 


EXTENSION OF CONTRACT DELIVERY DATES 


Time sequence is important for other reasons, too, since the latitude 
permitted Wynn Enterprises on the award was a violation of bidding 
law. 

Under military procurement procedures the details are rather 
complicated, but the sequence of events is worth recording. 

The original bid invitation which resulted in an award to Wynn 
Enterprises stipulated the following delivery schedule: 


20,000 pairs by December 31, 1956 

39,000 pairs additional by January 31, 1957 
50,000 pairs additional by February 28, 1957 
50,000 pairs additional by March 31, 1957 
50,000 pairs additional by April 30, 1957 
40,000 pairs additional by May 31, 1957 


Page 11 of the invitation stated: 


Bidders should not offer alternate delivery schedule. 
Attention is invited to PC Form 21-10, “Delivery Bid 
Condition,” which is applicable to this invitation and bid, 
except that acceleration of deliveries will be permitted at 
no extra cost to the Government. 


PC form 21-10, to which the bidders’ attention was invited, con- 
tains the following, under the caption “Delivery Bid Condition’’: 
Delivery by the time specified in this invitation is an 
important factor and will be considered in making awards. 
Bids, whether for the total quantity or for less than the 
total quantity of any item or subitem, must offer deliveries 
in each of the delivery periods specified herein. The 
quantity offered in each delivery must be in the same ratio 
to the quantity specified in the invitation for delivery in 
that period as that established by the total quantity bid 
upon compared with the total quantity advertised. Failure 
to comply with these requirements will result in the rejection 
of the bid for such item or subitem. 
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Taken at their face value, these provisions in the bid invitation set 
forth plainly when the Government wanted the items delivered, and 
warned the prospective contractor that these deliveries were important 
to the Government and would be a factor in making an award. 

But the Army does not do business so simply. Suppose the Govern- 
ment were late in getting around to making an award? Obviously, 
it would be unfair in that event to hold the prospective contractor 
to the delivery schedule originally specified: onsequently, the 
procurement agency makes use of the device known as the assump- 
tion clause, which automatically extends each delivery period by the 
number of days beyond a specified date that it takes to make the 
award. 

Thus PQMD 6474-1, dated October 18, 1955, contains this state- 
ment under the caption ‘Notice of Award”’: 


The delivery requirements set forth in the schedule are 
predicated on the assumption that the Government will 
forward notice of award by 90 calendar days prior to Decem- 
ber 31, 1956. The Government will extend each delivery 
period in the delivery schedule set forth herein by the number 
of calendar days that this assumption is not realized and the 
contract will be drawn accordingly. 


The bids were opened on September 14, 1956. To have retained 
the delivery schedules specified in the invitation to bid, while conform- 
ing to a 90-day assumption clause, would have required the procure- 
ment agency to make the award within the space of scenes weeks, 
that is, by October 1, 1956. 

The award was not made on that date. The request for a pre- 
award survey was not initiated until October 3, and it took the Atlanta 
industrial mobilization office 20 days to process a 3-hour plant survey. 
All bidders were requested on October 11 to extend their options from 
October 14 to November 14. The request for extended option stated 
that the delivery date at time of award would be extended to comply 
with the 90-day assumption clause contained in the bid. 

Since the contract was dated November 13, 1956, and the notice of 
award presumably went out about that time or a day or two later, 
then the notice of award was issued not 90 calendar days, but about 
45 calendar days, prior to December 31, 1956. 

According to the 90-day assumption clause, the delivery dates 
under the bid automatically would be extended 45 days beyond De- 
cember 31, 1956. In fact they were extended 60 days. The contract 
as finally written called for the following delivery schedule: 

20,000 pairs by February 28, 1957 

39,000 pairs additional by March 31, 1957 
50,000 pairs additional by April 30, 1957 
50,000 pairs additional by May 31, 1957 
50,000 pairs additional by June 30, 1957 
40,000 pairs additional by July 31, 1957 


This constitutes an amended delivery schedule not in compliance with 
the 90-day assumption clause and shows that the contract was not 
drawn in conformance with that clause, as required. 

Why was Wynn Enterprises allowed 60 days instead of 45 days 
beyond December 31, 1956, to commence making deliveries? An 
Army witness conjectured that a clerk in the Document Section 
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erroneously assumed deliveries were to begin at the end of Februa 
1957 rather than in the middle of the month (because the original 
bid invitation specified month-end deliveries) and filled in the forms 
accordingly. The contracting officer failed to notice the error 
(hearings, pp. 26-27). 

The document routine apparently has become so formalized in the 
Army that errors are hard to detect. When the contracting officer's 
attention was called to a notice of award in his files directed to Wynn 
Enterprises, and dated October 26, 1956, whereas the award was not 
made until November 13, he explained it as an error of his “pretty 
secretary,” who was confused by an award made to another company 
on October 26 (hearings, pp. 263-264). 

The 15-day grace period on deliveries given to Wynn Enterprises by 
the assumed clerical error may seem insignificant, and the Army legal 
and procurement officers saw in it nothing particualrly amiss (hearings, 
pp. 27-28). Under the rulings of the Comptroller General, however, 
which consistently proscribe deviations from bid requirements, 
including delivery dates, which give an advantage to one bidder over 
another, the contract was improperly made, and probably would have 
been voided if brought earlier to the attention of the Comptroller 
General (hearings, p. 298-299). 

To recapitulate at this point: The Army witnesses pleaded urgency 
in making an award to Wynn Enterprises rather than in readvertising 
the procurement or in accepting Southern Athletic’s bid on another 
pending procurement at a lower unit price. Wynn Enterprises desper- 
ately needed time to assemble the necessary facilities and labor in 
order to justify an award and to produce under the contract. 

The company gained time and the Army lost urgency in this 
sequence: (1) the Army deferred making an award until after it 
obtained a 30-day extension of bidders’ option; (2) the extended option 
and award near the end of the option period automatically extended 
for a month the 90-day lead time under the assumption clause; (3) 
the 90-day lead time was extended 15 more days by an assumed clerical 
error in preparing the contract form. 

On top of these developments, the company was granted another 
60 days to complete its contract, in circumstances later described. 


LACK OF MANUFACTURING FACILITIES 


In submitting its bid offer, Wynn Enterprises was asked, as are all 
bidders, to state on the bid form whether or not it is a “regular dealer 
in” or “manufacturer of ” the supplies under procurement. 

This request stems from a provision of the Walsh-Healey Public 
Contracts Act which requires that a bidder on Government. contracts 
must qualify as either a manufacturer or regular dealer. 

The Wynn Enterprises bid form left that question unanswered as 
well as the question how many employees it had. Although the stipu- 
lation is mandatory on contracts, the contracting officer held that the 
omissions on the bid form were a ‘minor irregularity” and therefore 
not sufficient to cause a rejection of the bid (hearings, p. 212). 

Captain Caras also testified that in bidding on this $834,000 pro- 
curement “the bidder represented to me that he had two employees” 
(hearings, p. 212). 
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Mrs. Ross testified that for the past few years Wynn Enterprises 
employed only 2 persons. She said that in previous years the com- 
pany employed more persons when engaged in making “‘shorts, slacks, 
or jackets.” However, no manufacturing employees were carried on 
the company payrolls; the cloth and trimmings were purchased and 
other firms biked to produce the garments (hearings, pp. 193-194). 

Back in the 1940’s, Mrs. Ross vaguely recalled, the company 
had leased a factory in Orlando, Fla., for civilian business, and pur- 
chased some machinery. She could not recall from whom the building 
was leased. No records of employment or facilities for those years 
were available. Mrs. Ross did not know what happened to the 
machinery. Mr. Wynn stated that the machinery had been com- 
pletely depreciated in the early 1940’s and was not carried on the 
company books (hearings, pp. 126, 194-195). 

Wynn Enterprises was established as a New York corporation in 
1944. Records of the company since 1951 which were examined by 
the subcommittee staff show no buildings, manufacturing facilities, 
or machinery listed among the corporation assets. 

Contracting with the Federal Government began in 1951, and six 
contracts were received in the period 1951-56. These contracts, 
except for the last one under arrangements described below, were 
performed in plants and with facilities leased, owned, or operated by 
other Wynn companies. At no time during this period of Govern- 
ment contracting before 1956 did Wynn Enterprises own, operate, 
or maintain a factory or other place of production. Neither did it 
operate an establishment in which commodities of the general charac- 
ter required under the Government contracts are bought, kept in 
stock, and sold to the public in the regular course of business. Never- 
theless, it was represented (twice by Mr. Ross himself) as a manufac- 
turer or regular dealer on bid forms and these were accepted by the 
Army procurement agencies without challenge. 

According to determinations of the Department of Labor in simi- 
lar cases, Wynn Enterprises should have been disqualified from the 
beginning as a manufacturer or regular dealer under the Walsh-Healey 
Public Contracts Act. The Department of Labor Solicitor advised 
the subcommittee that under the facts and circumstances indicated— 


Wynn Enterprises, Inc. would not appear to have met its 
burden of showing qualifications to receive such contracts 
either as a manufacturer or regular dealer (hearings, p. 410). 


The Solicitor of Labor made a distinction between the previous five 
contracts and the present contract, based on somewhat different cir- 
cumstances and a peculiarity of wording in the law. 

The problem arises in this way: In a commonsense understanding 
of the Walsh-Healey Public Contracts Act, to qualify as a manu- 
facturer the would-be Government contractor has to show that he 
has a manufacturing establishment, and regulations of the Depart- 
ment of Labor so specify. What happens in the case of a bidder who 
has no manufacturing establishment to begin with, submits a low bid, 
and then goes about leasing or buying the necessary facilities after 
he finds out he is the low bidder and in line for the award? That 
cecurred in connection with Wynn Enterprises’ latest contract award. 
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The Solicitor of Labor took the position that the difference between 
the prepositions ‘‘a’’ and “‘the’’ was controlling on this issue. As 
outlined to the subcommittee by his assistant (hearings, p. 378): 


I call your attention to one thing. The statute does not 
say that the man must be ‘‘a” manufacturer of the goods, 
the statute reads that the representation he must make is 
that he is “the manufacturer” of the materials, supplies, 
articles, or equipment ‘‘to be manufactured.” 


In other words, according to this curious dialectic, what a bidder 
intends to make, ratber than what he has made, qualifies him as a 
manufacturer for purposes of Government contracting. 

The subcommittee submits that this interpretation is a mere play 
upon words which defies both the congressional intent in enacting the 
law and the plain wording of the Secretary of Labor’s own regulations, 

Section 201.1 of the Secretary’s regulations (41 Code of Federal 
Regulations) requires all bidders to represent that they are either the 
manufacturer of, or a regular dealer in, the products to be purchased 
by the Government (hearings, p. 408). The requirement plainly 
applies to bidders, when they bid. Otherwise, any person could bid, 
whether qualified or not, and then qualify by the mere act of acquiring 
a plant and facilities upon ascertaining that his bid is the lowest. 

The Walsh-Healey Public Contracts Act intended that certain 
limitations were to be placed on the kinds of individuals or firms 
permitted to do business with the Federal Government. Granted 
that the law is flexible in its provisions for bidder eligibility, there is 
no evidence that Congress intended the conditions of eligibility to be 
satisfied after rather than before a person solicits Government business, 

The legislative intent is signified in the congressional debate on the 
Walsh-Healey bill. Thus Congressman Healey, the House sponsor 
of the bill, explained the requirement that the contractor be a manu- 
facturer or regular dealer in these terms (80 Congressional Record 
10002, June 18, 1936): 


First, that the contractor is a manufacturer of or a regular 
dealer in the supplies and materials and articles or equipment 
to be manufactured or used in the performance of the 
contract. 

The purpose of that section is to eliminate from transac- 
tions with the Government those bid brokers who maintain 
no factories or plants or regular establishments but simply 
offices. In some instances those offices are maintained in 
their own vest pockets. Yet they are able to compete 
successfully with legitimate industry and submit the lowest 
bid, far below the estimates of regular dealers. Then, when 
they have secured the contract, they sublet the work to 
notoriously low-wage factories, thereby impairing the wage 
structure of a whole industry and preventing equality of 
opportunity for the legitimate dealer in bidding on Govern- 
ment contracts. 


In literal fact, Wynn Enterprises, Inc. has been, and was at the 
time the recent contract was being consummated, nothing more than 
an “office” in New York City. 

The Army witnesses contended that (1) procurement regulations do 
not bar an award to a company which has no manufacturing facilities 
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at the time the bids are opened; (2) to require such facilities in advance 
would narrow the bidders’ list unduly in the cut-make-and-trim 
industry, thereby restricting competition and causing the Govern- 
ment to pay higher prices; (3) the contracting officer is obliged to 
determine whether the bidder is responsible, and if satisfactory evi- 
dence of ability to perform the contract can be shown, the supplier 
is not required to have all the oe facilities at the time the bids 
are opened; and (4) a recent Comptroller General ruling states there 
is nothing in the Armed Services Procurement Act which prohibits an 
award to a company which contemplates subcontracting (hearings, 
pp. 4-5). 

Disposing of the second argument first, the subcommittee has 
observed elsewhere in this report that the bidders’ list already is 
unduly narrowed in the cut-make-and-trim industry due to military 
procurement practices which discourage the more responsible seg- 
ments of the industry from seeking Government business. 

Section 1-307 (c) of the Armed Services Procurement Regulations 
permits an award to an otherwise qualified bidder who has the neces- 
sary experience, organization, and technical qualifications, and has or 
can acquire the necessary facilities to perform the proposed contract. 
That section evidently contempletes that in certain instances a 
successful bidder is not barred from acquiring additional facilities, 
provided he has already the necessary experience, organization, and 
technical qualifications. It does not contemplate, as far as the sub- 
committee can see, that a successful bidder start from scratch to ac- 
quire the necessary producing facilities, as Wynn Enterprises did 
under the present contract. 

In any event, the procurement regulations cannot supersede or 
contradict the requirements of the Walsh-Healey Public Contracts 
Act with regard to bidder qualifications. 

The Comptroller General’s decision (34 Comp. Gen. 595) cited in 
the Army testimony does not sustain a justification for the Wynn 
Enterprises award. 

In that decision the Comptroller General undertook to decide 
whether a successful bidder on a clothing contract could subcontract 
the work. The complainant had argued that the successful bidder, 
after receiving the award, was not entitled to shop around for sub- 
contractors within the contemplated objectives of the Walsh-Healey 
Act. 

In deciding that this act did not bar subcontracting, the Comptroller 
General observed, however, that the preaward survey disclosed that 
both the bidder and the subcontractor were qualified to perform the 
proposed contract. By way of contrast, Wynn Enterprises had no 
producing facilities of its own nor was it as a corporate entity actually 
engaged in manufacturing. 

The Comptroller General’s decision also cited the fact that upon 
request of the procuring activity, the successful bidder had submitted 
evidence, 5 days prior to the bid opening, that arrangements had been 
made with another company to manufacture the articles under pro- 
curement. In its present contract, Wynn Enterprises undertook to 
obtain required production facilities after the opening of the bids, and 
particularly after the negative preaward survey report. 

The term “subcontract,” it may be noted, has been used loosely in 
Army references to performance of the Wynn Enterprises contracts. 
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No evidence was produced that this company ever entered into an 
subcontracting arrangements with the other Wynn companies which 
did the manufacturing. In prior awards, Mr. Wynn, as president of 
the company, simply used the plants of his manufacturing companies 
in Tennessee and elsewhere to produce the items under contract to 
the New York corporation. Letterheads of Wynn Enterprises, Inc. 
and statements in some of its bid offers represented the corporation 
as being a manufacturer of clothing when in fact it was a selling and 
buying office for the other companies. 

Mr. Wynn was unable to produce any evidence of subcontracting 
arrangements. He said he didn’t know and couldn’t remember 
whether any subcontracts had been effected, and that the records 
were available in the Quartermaster Corps. He understood that sub- 
contracting required permission by the Government (hearings, p. 127.) 

Army witnesses advised the subcommittee that the file records 
showed no evidence of subcontracting by Wynn Enterprises. In the 
case of advertised contracts, General Westphalinger said, the Army 
would not necessarily be interested in the subcontract arrangements. 
It would be concerned, however, about the location of producing 
facilities (hearings, pp. 280-281). 

Under its present contract, Wynn Enterprises leased facilities from 
other Wynn companies in Tennessee and purported to manufacture 
in its own right, although the supervisory personnel were borrowed 
from the other Wynn companies. For example, W. M. House, who 
appears to be in charge of manufacturing operations for Wynn 
Enterprises, is concurrently listed as a plant official for at least two 
other Wynn companies. 

The subcommittee observes in this connection that as a New York 
corporation leasing facilities and performing work in Tennessee, 
Wynn Enterprises was obligated to qualify as a foreign corporation 
doing business in that State. At the time of the hearings, almost 
6 months after the contract award, no such action had been taken. 

Mr. Wynn’s attorney and business associate, Mr. Ambrose, “pre- 
sumed”’ that such an obligation existed, but he said “that is a matter 
that is principally of interest to the State of Tennessee” (hearings, 

. 128). 
. A communication dated February 1, 1957, to the subcommittee 
from the Tennessee secretary of state, in response to an inquiry from 
the chairman, states (hearings, appendix exhibit 16, p. 443): 


I have checked the records of this office and do not find 
that Wynn Enterprises, Inc., has in fact, now or in the past, 
qualified to do business in Tennessee as a foreign corporation. 


The subcommittee calls attention to this matter because it bears 


upon the qualifications of Wynn Enterprises as a contractor with the 
Federal Government. 


NEGATIVE PREAWARD SURVEY 


Although the Wynn Enterprise bid form failed to state how many 
employees the company had, or whether it was a manufacturer or 
regular dealer, it designated Knoxville or Etowah, Tenn., as alternate 
locations where the commodities were to be produced. 

After Wynn Enterprises, Inc., was determined to be low bidder, 
the procuring activity initiated a request for a preaward plant survey. 








oe Se we WV SS Fee SV 


eae 


MILITARY CLOTHING PROCUREMENT 55 


This request was initiated October 3, 1956, the survey to be completed 
October 16, 1956. The survey was made October 11, 1956, but a 
written report apparently was not submitted until October 24, 1956. 

Since Mr. Wynn’s signature appeared on the Wynn Enterprises bid, 
the surveyor sought information from Mr. Wynn, identifying him in 
the survey report as president of Southern Athletic Co., Inc. By 
this time (October 1, 1956) Mr. Wynn had resigned the presidency 
of Wynn Enterprises, Inc., to be sueceeded by Mrs. Ross. Mr. Wynn 
told the surveyor to get the necessary information about manufac- 
turing facilities from Mrs. R. T. Ross whom he identified as the 
president of Wynn Enterprises. The surveyor commented in his 
report, “It is not known what connection, if any, Mr. Wynn has 
with the bidder.” 

The surveyor in this report recommended against the award to 
Wynn Enterprises, because he was unable to reach Mrs. Ross or to 

et definite information or commitments as to the availability of 
oe management and production personnel, experienced production 
workers, necessary machinery and equipment, buildings, and other 
producing facilities, and indeed as to practically all the requirements 
for successful production. 

On October 24, 1956, the day that the negative survey report was 
received in Philadelphia (it had been initiated 21 days previously) 
and 40 days after the bids were opened, Captain Caras dispatched a 
letter to Mrs. Ross in New York City reminding her that Wynn 
Enterprises had omitted to fill in the spaces in the bid forms designat- 
ing the number of employees and whether the company represented 
itself as a manufacturer or regular dealer. 

The next day he requested the small-business specialist attached 
to his office to ascertain whether the Small Business Administration 
desired to issue a certificate of competency for Wynn Enterprises. 

Mrs. Ross sent a reply dated October 26, 1956, stating that the 
company had 2 employees and was a “regular dealer’ at the time of 
the bid opening, after which “we can now be classed as a manu- 
facturer.”’ 

By her own admission, Mrs. Ross did not regard the company as a 
“manufacturer” at least until the time of bid opening. As for claiming 
the status of “regular dealer,’”’ evidently Mrs. Ross was unfamilar with 
the statutory and administrative requirement that to qualify as a 
“regular dealer”, a person must own, operate, or maintain a store, 
warehouse, or other establishment in which the materials, supplies, 
articles or equipment of the general character described by the 
specification and required under the contract are bought, kept in stock, 
and sold to the public in the usual course of business. Wynn Enter- 
prises occupies 3 small office rooms at 200 Fifth Avenue and at the 
time of the bid opening had no tangible assets other than some modest 
office fixtures and furniture. A few sample “Wynnbilt” suits are kept 
in one of the office rooms but are not for sale to the public. 

In support of her proposed new self-classification as “‘manufacturer,” 
Mrs. Ross stated that building space had been leased in Knoxville, 
Tenn., that labor was available, that certain machinery had been set 
uP, Te that sewing machines had been contracted for (hearings, p. 

31). 

In the meantime Mrs. Ross learned from the Small Business 
Administration’s New York office that the preaward survey was 
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unsatisfactory. Captain Caras also testified that he “may have 
indicated” to Mrs. Ross the fact that the survey was negative although 
it was not the policy of the procurement agency to divulge such infor- 
mation to the bidder (hearings, pp. 215-16). 

She discussed the matter with Mr. Wynn and he advised her to 
request a new plant survey, outlining a suggested letter that she 
should send to Captain Caras. 

The suggested letter emphasized that Knoxville was a distressed 
labor area, that the company knew how to make trousers, that skilled 
operators and machinery were available. The request for a new plant 
survey was to be made, Mr. Wynn advised, because “I have not been 
able to get the setup on machinery until this week.”’ 

Mrs. Ross conveyed the substance of that letter to Captain Caras’ 
office on October 31 by telephone. That same day he askel the 
Industrial Mobilization Office to verify this telephoned information in 
a recheck of the plant. Expeditious action was requested. 

A surveyor from the Atlanta Industrial Mobilization Office spent 
2% hours in conversation with Mr. Wynn on November 5 and sub- 
mitted a report dated November 8. He recommended that a com- 
plete award be made to Wynn Enterprises, contingent upon a delivery 
schedule later than that in the original bid. Another contingency 
was that Mrs. Ross, as president of Wynn Enterprises provide— 


sufficient proof of intentions to employ the necessary per- 
sonnel and submit commitments for the leasing of the build- 
ings and equipment. 


On November 8, the same day this second survey report was pre- 
pared, and at least 5 days before it was received in Philadelphia, 
Captain Caras asked his small-business specialist to withdraw the 
request for a certificate of competency from the Small Business Ad- 
ministration. In making this request Captain Caras, taking the 
“intentions” at face value, said: 


A recent recheck of the plant survey on subject bidder 
indicates that plant now has the facilities to perform in 
accordance with the requirements of Invitation to Bid QM- 
36—030-57-167. 

The Small Business Administration decided shortly thereafter, in 
connection with a bid of Wynn Enterprises on another procurement, 
that the company was in the “big business’ category because of its 
affiliation with the other Wynn companies. Had Captain Caras not 
withdrawn his request for a certificate of competency and instituted 
his own resurvey, Wynn Enterprises would have been denied a certifi- 
cate because of its big-business standing and would have been in- 
eligible for the award because of the first negative survey. 

The day before he ordered the withdrawal of the request to the 
Small Business Administration, Captain Caras was visited in Phila- 
delphia by Mrs. Ross, who hand-carried a letter drafted for her by 
Mr. Wynn and tendered an agreement by which Wynn Enterprises 
leased floorspace in Southern Sportswear Co., a Wynn partnership. 
While waiting for the lease document to be photostated, Captain Caras 
engaged in a discussion with Mrs. Ross concerning her husband’s 
position in the Department of Defense, as described below. Inci- 
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dently, Captain Caras and the legal officer who examined the document 
failed to notice that it showed the notarized signatures of Mrs. Ross 
in New York City and Mr. Wynn in Knoxville, Tenn., on the same 
day, October 31. 

In addition to making plant space available to his sister, Mr. Wynn 
arranged for tooling and equipment to be installed and sewing machines 
to be leased, and provided a plant manager and several supervisory 
personnel from his other companies to direct manufacturing activities 
for Wynn Enterprises. 


UNCERTAIN FINANCIAL STANDING 


Since the bid had been submitted under Mr. Wynn’s signature as 
president of Wynn Enterprises, a preaward survey also was made on 
his company’s financial and credit standing. The financial survey 
report, dated October 15, 1956, contained this comment (hearings, 
p. 235): 


A confidential bank report dated October 11, 1956, indi- 
cates subject bidder is one of many allied enterprises of its 
principal, H. D. Wynn, whose personal net worth approxi- 
mates $2,500,000. 


The report said that the combined companies had a $400,000 line 
of credit and that additional financing was available from a Georgia 
bank. 

The opinion was expressed in this financial survey report that 
“subject bidder can finance proposed award totaling $834,150, requir- 
ing an estimated working capital of $134,000.” The report relied on 
the bank statement without contacting Mr. Wynn. 

Captain Caras accepted the report as sufficient evidence of Wynn 
Enterprises’ financial ability to perform the contract. By this time, 
Mr. Wynn was no longer an officer of the company and the contracting 
officer was apprised of that fact when he made the award. 

According to Captain Caras, if the bank was not deterred from 
extending credit by the fact of Mr. Wynn’s resignation from Wynn 
Enterprises, neither was he deterred in making the award. He con- 
sidered that Mr. Wynn’s signature on the bid document bound the 
corporation (hearings, pp. 247-248). 

There is no indication in the financial survey report, dated October 
15, 1956, that the bank knew (or cared) about Mr. Wynn’s resignation. 

Captain Caras was unable to state clearly to the subcommittee 
whether the line of credit was extended to Mr. Wynn personally or 
to one of his corporations. As far as he understood, Wynn Enter- 
prises had a $400,000 line of credit, but he could not say whether it 
was obtained on the basis of Wynn Enterprises’ assets or on those of 
Mr. Wynn or his other corporations (hearings, pp. 235-237). 

When questioned as to the possibility of Mr. Wynn’s refusing to 
assume liability for a contract to a corporation from which he with- 
drew, Captain Caras fell back on the requirement of a performance 
bond. However, a performance bond covers only 20 percent of the 
amount of the contract, and Captain Caras had neglected to demand 
a performance bond until the congressional inquiries started (hearings, 
pp. 226, 237). 
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Mr. Wynn acknowledged that his bank had accepted an assign. 
ment of contract from Wynn Enterprises on the basis of his name, 
but he disavowed personal liability. He said (hearings, p. 145): 


Well, my name is Wynn. However, I told them [the 
bank] that I would not endorse that contract personally, it 
had to stand on its own feet. 


From the above testimony of Captain Caras and Mr. Wynn, the 
subcommittee can only conclude that the financial status of the con- 
tract to Wynn Enterprises was ambiguous and uncertain as to the 
responsibilities of the parties concerned. Whether or not Mr. Wynn’s 
resignation from Wynn Enterprises had any real financial effect, the 
contracting officer should have been more concerned to find out. 

During the period 1951 through 1953, Government contracts in 
the amount of $1,546,068 were awarded to Wynn Enterprises, Ine. 
It was stated by General Westphalinger that payments under these 
contracts were made to Wynn Enterprises as the prime contractor 
(hearings, p. 281). As stated before, no evidence lati has been 
produced, and the Quartermaster Corps has no evidence that these 
contracts were subcontracted to other Wynn companies, although 
they were produced in manufacturing facilities of other Wynn com- 

anies. 

" Mrs. Ross, who served as secretary-treasurer of Wynn Enterprises 
from 1944 until her succession to the presidency in October 1956 
testified she did not know what the books of the company show 
with respect to Government payments on the contracts (hearings, 
p. 195). 

Records of Wynn Enterprises examined by the subcommittee repre- 
sent total Government sales for the period October 1, 1950, to Sep- 
tember 30, 1954, as only $450,626.89 as contrasted with contract 
awards of more than 3 times that amount. The records also reveal 
that for this same period, October 1, 1950, to September 30, 1954, the 
company failed to show a profit for tax purposes. The net loss for 
the period is reported to be approximately $8,396. 

Thus it would appear that the Government has failed to receive 
any tax revenues from Wynn Enterprises, Inc., during the period 
when the company was the recipient of Government contracts ex- 
ceeding $1,500,000. Even though the company showed a more 
profitable year in 1955, listing a net profit of $8,022.90, this could be 
charged against previous claimed losses, resulting in a cumulative 
net loss since October 1, 1950, for purposes of tax computations. 

In view of this financial picture, the subcommittee cannot see that 
the contracting officer was warranted in deciding so casually that 
Wynn Enterprises, Inc., is financially responsible to perform on a con- 
tract exceeding $800,000. 

Apart from the question of financial responsibility, Mr. Wynn’s 
withdrawal from Wynn Enterprises, Inc., meant little change in its 
corporate affairs. He explained to the subcommittee that he resigned 
the presidency because he was “trying to curtail his activity.” His 
letter of resignation to Wynn Enterprises, dated October 1, 1956, 
stated that in the future and for the past 3 years he had been unable 
to give any time to its affairs. However, there was no discernible 
diminishing of his activities in connection with the Wynn Enterprises 
contract. Mr. Wynn said he “got back into the harness again” be- 
cause his sister was not well enough to take charge (hearings, p. 175). 
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In summary at this point: Wynn Enterprises was awarded the con- 
tract despite the facts that the company (1) had only two employees; 
(2) had no manufacturing facilities of its own for past contracts or at 
the time of the bid; (3) had received no other recent contracts; (4) 
had improperly filled out the bid form; (5) had no clear financial 
backing. 

General Anderson wrote Mrs. Ross a letter noticing the award, in 
which he stated: “Your firm has been selected as one capable and 
willing to perform in accordance with the Government’s require- 
ments.”” Although General Anderson said that it was a form letter, 
he saw nothing in the testimony brought before the subcommittee to 
change his opinion that the firm was carefully selected (hearings, p. 
264). 

BELATED REQUEST FOR PERFORMANCE BOND 


As noted above, a performance bond was to be supplied by Wynn 
Enterprises as part of the contract and to be delivered to the contract- 
ing officer within a 10-day period. Captain Caras said that furnishing 
of the bond was mandatory, and he had no authority to waive it (hear- 
ings, p. 226). 

According to this requirement, the performance bond should have 
been delivered by November 24 or 25. Mrs. Ross explained the 
failure to do so in this manner (hearings, p. 205): 


We evidently just didn’t get around to getting it out, that 
isall. * * * Again I say that due to my inability to be in the 
office very much, things would come in, I’d throw them in the 
drawer, 1 wouldn’t even look at them because I didn’t feel 
like taking care of them, and I had to depend on other people. 


Captain Caras did not get around to requesting the bond until 
January 14, 1957, after congressional investigations had been initiated. 
The performance bond from Wynn Enterprises was received by the 
Philadelphia Quartermaster Depot on February 13, 1957, 3 months 
after the contract was signed. 


DELINQUENCIES IN PERFORMANCE 


In awarding the contract on November 13, 1956, Captain Caras 
had accepted assurances from Mrs. Ross at their Philadelphia meet- 
ing that sufficient facilities and personnel would be obtamed. The 
second preaward survey recommending the award had reported a 
requirement for 281 operators and 73 additional employees, or a total 
of 354 persons for performance of this contract (hearings, p. 260). 
By mid-January Captain Caras, who was sensitive to the congressional 
and internal Army investigations pointed his way, had written him- 
self a memorandum stating that the Wynn Enterprises contract was 
“progressing very nicely’ (hearings, pp. 260, 262). 

Weekly progress reports for the month of February 1957, based on 
Army inspection at the plant site recited a different story. Typical 
was the February 15 report (hearings, p. 262): 


Late getting started, and uncertain planning on the part 
of management, lack of personnel and installed machinery at 
present to meet production for the required schedule of deliv- 
eries on time, 
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By the end of February, when 20,000 units were to be delivered, 
4,480 had been accepted. The total number of persons employed at 
this time was 145. Captain Caras entered a justification for the dis- 
crepancy between promise and performance by explaining that it re- 
quired time to build up to capacity operations (hearings, p. 261). 

According to Captain Caras, the delinquent deliveries then pre- 
sented the question whether the contract should be terminated, but the 
item was “deemed urgent, critical’ and the Army procurement ageney 
decided to continue with Wynn Enterprises. In March, the company 
was granted an additional 60-day extension of deliveries, for which it 
deducted 5 cents per pair of trousers or $12,450 from the total contract 
price (hearings, pp. 35, 262-263). 

At the subcommittee hearings in April, Mrs. Ross contended the 
contract was current. First she disclaimed any knowledge of the 
reasons for delays in contract performance, stating “I wasn’t handling 
it.” Then she said that the Government was late in furnishing mate- 
rials (hearings, p. 204). 

Under the latest extension, completion of deliveries for the 249,000 
pairs of trousers is to be accomplished by the end of September 1957. 
As of June 28, the company had delivered 99,160 pairs as against 
delivery requirements of 109,000 by that time. (An additional 6,000 
units had not yet been accepted.) Captain Caras reminded the com- 
pany by letter dated July 3, 1957, of the delinquent status of the con- 
tract and asked for “immediate action to overcome the present and 
pending delinquency.” 


Part V. Conrutct-or-Inrersest Issuz 
RESIGNATION OF ROBERT TRIPP ROSS 


Concerning his part in the matters under inquiry, Robert Tripp 
Ross stated to the subcommittee (hearings, p. 178): 


I believed that the implications of any impropriety 
on my part had been entirely dispelled when the McClellan 
committee showed no further interest in the matter after 
interrogating me in an executive session on February 13, and 
by the publication of the certain facts relative to this matter. 

I refer particularly to my letter of resignation of February 
14 to the President, and the statement contained in the 
letter to the President of the same date from the Acting 
Secretary of Defense. 

The subcommittee observes that the McClellan committee issued 
no report and made no formal findings on its inquiry. Mr. Ross is 
entitled, of course, to draw his own conclusion as to the significance of 
the Senate committee interrogation in executive session on February 
13, 1957. The fact is that he resigned the following day. 

The letter to the President from Acting Secretary of Defense Reuben 
Robertson, Jr., dated February 14, 1957, stated that the General 
Counsel of the Department of Defense had been asked to investigate 
Mr. Ross’ conduct relative to defense contracts awarded to companies 
owned or controlled by Mrs. Ross or her brother, Mr. Wynn, with the 
following result: 


Neither from the report of the General Counsel nor from 
any other source has there been any evidence with respect 
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to any such contract that Mr. Ross (1) violated any of the 
conflict-of-interest statutes; (2) sought to influence or 
influenced the award of any defense contract; or (3) 
personally profited from the award of any such defense 
contract. 


Praising Mr. Ross’ work in the Department of Defense, Mr. 
Robertson said: “Under the circumstances, however, I can only 
recommend that you accept Mr. Ross’ resignation as he requests.” 
The resignation was promptly accepted by the President (hearings, 
p. 178). 

The reason for his resignation, Mr. Ross explained to the President 
in a letter accompanying Mr. Robertson’s s, was a feeling that— 


my future effectiveness in my position as the Assistant 
Secretary responsible for legislative and public affairs has 
been impaired by the very serious implications contained 
in the numerous press stories and I feel it would be unfair 
to the Department of Defense for me to continue in my 
position, particularly since I am responsible to the Secretary 
of Defense for the public affairs and public information 
policies and activities of the Department of Defense. 


Mr. Ross conveyed to this subcommittee in writing, and repeated 
in his letter to the President, the following statement of what he con- 
sidered to be the “historically recognized principles” applicable to his 
case (hearings, p. 179 and appendix exhibit 1, p. 384): 


The executive branch of the Government, the Congress, 
and the public, by practice, custom, and law, have always 
recognized that it does not constitute a conflict of interest 
or other impropriety for a business firm owned or operated 
by members of the immediate family of an official of a Gov- 
ernment agency, who was formerly associated with such com- 
pany, to continue normal established competitive business 
operations with that Government agency, provided that the 
Government official (1) does not exert any influence on behalf 
of the company; or (2) does not have a financial interest in, 
or receive any compensation or remuneration from, the com- 
pany; or (3) in his official position, is not authorized or called 
upon to make, and does not make, decisions which would 
benefit the company. 


In his letter to the President and in sworn testimony before the 
subcommittee Mr. Ross stated that he had “not violated in any man- 
ner these principles’”’ (hearings, pp. 179, 181). 

He called upon the subcommittee to take action as follows (hear- 
ings, p. 181): 


Mr. Chairman, if this committee and the Congress believe 
that it does constitute a conflict of interest, or other impro- 
priety, for a business firm, owned or operated by members of 
the immediate family of an official of a Government agency, 
or a Member of Congress, who was formerly associated with 
such company, to continue normal, established competitive 
business operations with Government agencies, then I re- 
spectfully suggest that your committee so state. 
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Also, if after completion of these hearings, your committee 
determines, as I believe the facts will cause it to so determine, 
that I did not violate any conflict of interest laws or princi- 
ples, or that I was not involved in any wrongdoing, I respect- 
fully suggest that in fairness, your committee so state. 


In responding to Mr. Ross’ request, the subcommittee cannot 
accept his formulation of the issues and his understanding of the 
facts. They are more complicated and somewhat different than 
Mr. Ross would have it appear. ‘Conflict of interest” is a term that 
has many meanings. It embraces not only the technical interpretation 
of certain criminal statutes but considerations of public policy and 
self-imposed standards of conduct in public office. 


HUSBAND-WIFE RELATIONSHIP IN CONTRACTING 


There is no Federal statute which specifically bars the Government 
from contracting with the spouse of one of its employees. It does not 
follow, however, that any and all such contracts are permissible, 
Some may come within the ban of specific statutes; others may be 
repugnant to public policy aside from statutory prohibition. 

Mr. Ross presented his statement of “historically recognized prin- 
ciples” without benefit of knowledge that the husband-wife relation- 
ship in public contracting has raised problems in the past (hearings, 
pp. 188-189). Where the matter has been litigated in State juris- 
dictions, the courts have not refused to recognize that an unlawful 
conflict of interest may reach a public officer whose wife enters into 
contractual arrangements with the Government agency. 

Thus the Supreme Court of Michigan in W ‘oodward Vv. Wakefield 
(236 Mich. 417, 210 N. W. 322 (1926) ), voided a contract for the sale 
of real estate to a city by the mayor’s wife, though no fraud was com- 
mitted and the premises were worth the price paid. The court saw 
that “the selfishness of human nature and the sentiment of the 
family” could conflict with the mayor’s official duties. It also stated 
(at 421): 

But it is said he received none of the profits of the contract. 
It is useless to argue that when the wife sells her property at 
the top price, and thereby secures a good profit, that the 
husband does not indirectly profit by it. They live in the 
same home and their property interests are more or less a 
community interest. 

In Sturr v. Borough of Elmer (75 N. J. Li. 443, 67 Atl. 1059 (1907)), 
the Supreme Court of New Jersey voided a contract for the sale of 
certain lands to a borough by the wife of an alderman, in which a 


third party conveyed the property to the borough. The court 
observed (at 446) 


We may remark that the invalidity of such a contract in 
no way rests upon a criminal intent of the member of the 
council. ‘The rule is one of policy, which without regard to 
intention, inexorably reaches all contracts which contravene 
the purposes of the law. 


In Nuckols v. Lyle (8 Idaho 589, 70 Pac. 401 (1902)), the supreme 
court of Idaho voided a contract made with the wife of a member 
of a board of school trustees employing her to teach in a school over 
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which the board had supervision. That contract was held contrary 
to public policy and to the terms of the statute prohibiting school 
trustees from having a pecuniary interest in contracts made by the 
board. The court considered that under the laws of Idaho, the earn- 
ings of a wife constituted part of the community property of which 
the husband had control and management, which he might use and 
of which he was part owner, being therefore pecuniarily interested 
therein. 

A Washington State law which prohibited school directors from 
having any direct or indirect pecuniary interest in contracts for 
school sites, construction, or services, prevented the husband of a 
director from being compensated for transporting his own and others’ 
children to school. Thereupon a contract was entered into between 
the directors of the district and persons employed on the farm of the 
husband and wife, with the result that the latter two received a large 
part of the money paid to the contractors by the district, as well as 
their labor and services. Such contractors used the husband’s team, 
and the husband himself often drove it. The contract again was 
held to be within the ban of the prohibitory statute against any 
direct or indirect interest in a public contract, in view of the interests 
of the husband and wife as a marital community. 

There have been cases where the conflict of interest reached not 
only the wife or husband of a public official, but the son or brother 
or mother. Thus in Ames v. Board of Education (97 N. J. Eq. 60, 
127 Atl. 95 (1925)), the New Jersey Court of Chancery voided a 
contract whereby a member of a local board of education sought to 
prevent the sale of school property for other uses by arranging for its 
purchase by hisson. Under this arrangement the son would hold the 
yroperty for 2 years, subject to condemnation by the school board. 
The court invalidated the contract even while recognizing that the 
father was activated by altruistic motives, and so far as possible 
attempted to place any profits beyond his control. The court said 
(at 64-65): 


It is an inexorable rule of common law, and it finds ex- 
pression in our statute, that public servants shall not be 
interested, directly or indirectly, in any contract made with 
public agencies of which they are members. Public service 
demands an exclusive fidelity. The law tolerates no min- 
gling of self-interest [citing cases]. 


See also McElhinney v. Superior (32 Neb. 744, 49 N. W. 705 (1891)), 
where the Supreme Court of Nebraska voided a contract and franchise 
to furnish a city with electric lights when the generating plant was 
jointly owned by a member of the city council and his brother; 
Harrison v. Elizabeth (70 N. J. L. 591, 57 Atl. 132 (1904)), where the 
Supreme Court of New Jersey voided a plumbing contract which a 
member of the city council had obtained and assigned to his mother. 

There are also decisions to the contrary effect: that relationship is 
not a disqualifying interest within a statute making it unlawful for a 
public officer to be interested in a public contract. Of course the word- 
ing of the State statute or local ordinance involved and the particular 
facts in each case are determining. It is noteworthy, however, that 
the relationship of husband and wife, in the comparatively few cases 
before the courts, tends more to disqualify than other relationships. 
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Thus the Supreme Court of Michigan said in Woodward v. Wakefield, 
supra, at 421: 


The case of Lewick v. Glazier (116 Mich. 493) is cited upon 
the question of relationship. It was there held that, because 
the son was the contemplated contractor for the erection of 
municipal waterworks, his father, who was on the council, 
was not disqualified to vote. We think this case can be 
easily distinguished by calling attention to the difference in 
the money affairs of husband and wife, and the money affairs 
of father and son. 


The above cases are cited only to show that important matters of 
public policy are implicit in husband-wife relationships involving 
public contracts, even though the applicable Federal statutes are 
somewhat different from those of the States, and there has been, so 
far as the subcommittee knows, no litigation in the Federal courts 
on such matters. The Comptroller General has had occasion, how- 
ever, to consider the husband-wife relationship in certain contract 
arrangements. 

In 22d Comptroller General Decisions, page 943 (1943), the Comp- 
troller General interposed no objection to a personal-service contract 
with a mail carrier’s wife who was low bidder on a mail-messenger 
route. This decision was directed to the narrow issue whether the 
awarding of the contract would contravene section 1765 of the Re- 
vised Statutes, which bars extra compensation from outside sources to 
public officers for performing their official duties. Since the husband 
was considered not to be involved in any way in the preparing or 
advertising for the bids, and not to be engaged in performing any of 
the personal services to be procured of his wife, the contract was 
permitted, notwithstanding the fact that, under the law of the State, 
a conjugal partnership was created whereby the spouse automatically 
participated in 50 percent of the profits under the contract. 

In this decision the Comptroller General noted, however, that pay- 
ments to wives of Government employees had been barred under 
section 1765 in instances where such employees, in performing their 
official duties, used personal services or property owned or leased by 
their wives, such as stenographic services, automobiles, rooms, and 
boathouses. (See 7 Comp. Gen. 617 (1928); id., 348 (1927); 4 Comp. 
Gen. 370 (1924); id., 271 (1924).) The Comptroller General also 
observed that, as a matter of public policy, contracts to wives of 
Government employees were objectionable, stating in 22d Comp- 
troller General Decisions at page 944: 


Furthermore, even when not subject to the foregoing 
objection [of sec. 1765], payments to or contracts with wives 
of Government employees are open to criticism for possible 
favoritism and preferential treatment, and it has been held 
that such payments or contracts should not be made except 
for the most cogent reasons. 


The above opinion of the Comptroller General, which had never 
come to Mr. Ross’ attention before the hearings, went beyond the 
facts in a given case and addressed itself to the broad public-policy 
aspects of contracting with the wives of Government officials. Wheth- 
er or not the contract award, per se, violates any specific statute 
governing conflicts of interest, the possibilities for “favoritism and 
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preferential treatment” remain open so long as any contracts are 
obtainable by the wife of a Government official, thus exposing him to 
possible future violations of the law. 

The subcommittee has no reason to believe that, as Assistant 
Secretary of Defense for Legislative and Public Affairs, Mr. Ross 
participated in preparing and consummating the contract arrange- 
ments between the Government and his wife, but the fact that he 
occupied a high and influential post in the Department of Defense 
would not be lost upon military procurement officers. Nor would 
he be in a position to dissuade representatives of companies headed by 
his wife or his brother-in-law from seeking to gain, from the mere 
fact of his position, some advantages in their various dealings with 
the procurement agencies. ‘These dealings would go far beyond a 
contract award, involving, as they do, negotiations on contract 
changes, disputes, claims, profit renegotiations, and other matters. 

To illustrate the possibilities: 

Mr. Ross first became associated with the Department of Defense 
in March 1954, as Deputy Assistant Secretary for Legislative Affairs. 
In April of that year his wife had occasion, in behalf of Wynn Enter- 
prises, to pentiet a charge under a certain trouser contract (TAP- 
1192) for liquidated damages. Her letter of April 26, 1954, to the 
contracting officer at the quartermaster procuring agency in New 
York City, setting forth her side of the argument, added this post- 
script: 

If this is not in compliance with your rules and regulations 
of the Quartermaster, please advise us and we will immedi- 
ately forward our request to the Secretary of Defense and to 
the Comptroller General. 


The subcommittee attaches no special significance to this item, 
but it suggests how high policy officials in the Department of Defense 
can become involved in contract proceedings when they had nothing 
to do with the award. Mrs. Ross’ protest, in the event she actually 
conveyed it to the Department, could have gone through Mr. Ross’ 
Office, particularly if a congressional office were the instrument of 
conveyance. 

Mr. Ross vaguely recalled having seen or been told about such a 
letter. Matters of this sort, he said, would not normally have come 
to his attention in the Department of Defense. He acknowledged, 
however, that if it were the subject of congressional investigation, his 
Office would have been in the position of determining what informa- 
tion should be released to the public (hearings, p. 187). 


CONTROL OF DEFENSE INFORMATION 


However separate and distinct his Office was from those of the 
procurement agencies, Mr. Ross occupied the strategic position of 
controlling the flow of Department of Defense information to the 
public and the Congress. It is an interesting fact that, had he not 
resigned, Mr. Ross himself would have been responsible for channeling 
to this subcommittee requested information regarding his activities, 
as well as those of his wife or his brother-in-law as contractors to the 
Government. 

Mr. Ross said that to prevent being “placed in the position of 
hampering any of the committees in their investigations,” he took a 
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leave of absence prior to his resignation (hearings, p. 187). That fact 
by itself illustrates how untenable his position was in relation to the 
contracting operations of his immediate family. Certainly he could 
not discharge his public duties by taking a leave of absence whenever 
a congressional inquiry might be made into Government procurement 
involving any of Mr. Wynn’s numerous companies. Doubtless Mr. 
Ross’ assistants in the Office of Legislative and Public Affairs (three 
of whom were wearing “Wynn-bilt” suits procured at wholesale) were 
fully capable of taking over in his absence, but the situation would 
be one hardly conducive to the orderly conduct of affairs in this 
vitally important Defense position. 


APPOINTMENT FOR MR. WYNN 


There came a time when Mr. Ross intervened in behalf of his 
brother-in-law to the extent of arranging an appointment with a 
Marine Corps general to discuss certain deviations from specifications 
which were the subject of controversy between the Marine Corps 

rocuring activity and the contractor. Whatever significance may 

e attributed to this episode, it indicates that Mr. Ross was in a 
position to perform services for his brother-in-law. 

Mr. Ross and his brother-in-law both discounted completely its 
significance. They likened the arrangement for a meeting to the 
ordinary telephone call that a Congressman or Senator might make 
as a courtesy favor to a constituent. Mr. Wynn said that he asked 
Mr. Ross to set up the meeting because he was pressed for time 
between plane stops on his way home from Philadelphia and that he 
could just as easily have called his Congressman or Senator (hearings, 
pp. 135, 189). 

Furthermore Mr. Wynn pointed to the negative results of the 
meeting with Maj. Gen. Robert O. Bare of the Marine Corps (hearings, 
p. 135): 


So I went in to see the general, and they said they wouldn’t 
have the goods under any consideration, the dollar didn’t 
matter to them, and they literally kicked me out of the office, 
I was out in 20 minutes. That ended the conversation. 
There was no pressure put on in any form or fashion, I said 
nothing about Mr. Ross being my brother-in-law, nothing 
about anything, I was there trying to get them to accept the 
uniform at a dollar reduction to help the mill. 


A Marine Corps witness, Maj. Thomas E. McCarthy, recounted to 
the subcommittee the circumstances which led to the meeting. Mr. 
Wynn had endeavored to persuade the Marine Corps to accept a 
substitute material for the one specified in a baseball-uniform con- 
tract. Major McCarthy said there was “a whale of a lot of corre- 
spondence back and forth on this” and that Mr. Wynn came to see 
him on at least two occasions. After several visits and extensive 
correspondence, the Marine Corps position was: ‘We were a little 
weary of excuses; we wanted baseball uniforms for that spring” 
(hearings, p. 62). 

Thereupon Mr. Wynn decided to take the matter to higher author- 
ity. He went to see General Bare, who as director of personnel for 
the Marine Corps was responsible for selecting athletic equipment. 
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As explained by another Marine Corps witness, J. W. McLain (hear- 
ings, p. 63): 
General Bare called me down and said he had a call from 
Mr. Ross, who was Assistant Secretary of Defense, and that 
he was sending his brother-in-law, Mr. Wynn, over, because 
he had been unable to get satisfaction out of the Marine 
Corps depot at Philadelphia, and would he discuss the matter 
with him and see what could be done. And shortly there- 
after Mr. Wynn did come over to General Bare’s office, and 
I was present at the conversation. 


A half-hour conference was held, the upshot of which was that 
General Bare told Mr. Wynn “he wouldn’t use the material for a horse 
blanket.” The Marine Corps witnesses emphasized that General 
Bare was not acquainted with Mr. Ross and was completely unim- 
pressed by the fact that he had made the appointment (hearings, 
pp. 63, 65). 

ASSOCIATION WITH SOUTHERN ATHLETIC 


Several questions came up at the subcommittee hearings concerning 
Mr. Ross’ status as a present or former official of Southern Athletic 
Co., which was engaged in the aforementioned controversy with the 
Marine Corps. 

One concerned the fact that the company owed Mr. Ross $1,500. 
He said that until the time of the investigations, he was completely 
unaware of any indebtedness to him by the company. Had he been 
aware of it at the time he arranged a meeting for his brother-in-law 
as president of the company, it would not have changed his opinion 
that his action was entirely proper in the matter (hearings, p. 187) 

According to Mr. Wynn, Mr. Ross had a drawing account of $ $500 
per month against commissions which he earned when he was a sales- 
man for Southern Athletic. He became associated with the company 
in 1949 after serving in the 80th Congress. Mr. Wynn stated that 
when Mr. Ross ceased acting in this capacity at the end of 1951 (Mr. 
Ross was elected to Congress in a special election of February 1952), 
approximately $3,000 in commissions remained unpaid. 

Mr. Wynn further stated that two payments of $500 each, intended 
for Mr. Ross and charged against his account, were sent to Wynn 
Enterprises by mistake (hearings, p. 143). Mrs. Ross, as secretary- 
treasurer of that company deposited the funds in the corporation 
account. She testified (hearings, p. 198): 


I deposited it and spent it in Wynn Enterprises. It 
was money paid to Wynn Enterprises. It had nothing to do 
with Mr. Ross. 


Mr. Wynn then paid Mr. Ross $500 for several weeks of promotional 
work performed in 1953 (after he failed of reelection to Congress) in 
connection with a sporting goods show in Chicago, and charged this 
amount against the commissions owing to Mr. Ross from 1951. By 
this manner of payment, Mr. Wynn considered that the balance he 
owed his brother-in-law was $1,500 (hearings, pp. 160, 183, 185). 

The other question relating to Southern Athletic concerned Mr. 
Ross’ position as vice president. As noted earlier in this report, Mr. 
Ross did not seem to be aware that he had been chosen for this position 
and consequently never resigned it formally. Mr. Wynn and another 
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officer of Southern Athletic identified Mr. Ross as vice president in 
sworn annual reports for 4 successive years after he thought his con- 
nection with the company was severed (hearings, appendix exhibit 16), 

Mr. Ross received compensation only from Southern Athletic 
during his association with the Wynn companies. Although he served 
as vice president of Wynn Enterprises for a period of time, and 
“took care of customers coming in and out of the office,” he received 
no compensation from that company (hearings, p. 181). He said 
he never knew what he actually earned in commissions with Southern 
Athletic, considering his $500 monthly drawing account satisfactory. 
Neither did he know at what period in his association with the two 
companies he was designated vice president. Nor could he recollect 
what services, if any, he performed for other Wynn companies (hear- 
ings, pp. 182-184). 

Other gaps in his memory were his failure to recall whether in past 
years he signed any contracts, or that the Wynn companies had been 
recipients of negotiated, as contrasted with advertised, contract 
awards (hearings, pp. 185-186). 

Mr. Wynn and Mrs. Ross each stated that Mr. Ross’ name never 
had been mentioned by them in their dealings with military procure- 
ment personnel. Mr. Ross said he did not believe any representative 
of a Wynn company brought up his name in the Department of 
Defense, and if anyone did, it was without his knowledge (hearings, 
pp. 154, 190, 192). 

Mr. Wynn and Mrs. Ross visited Quartermaster purchasing offices 
on 19 separate occasions (11 and 8 respectively) from November 1954 
through February 1957 (hearings, p. 345). 

Captain Caras, who talked with Mrs. Ross about her husband’s 
position on the occasion of her November 7, 1956, visit, stated that 
“‘a year prior to this | heard from Mr. Wynn that his brother-in-law 
was an official in Washington.”’ Then he said he couldn’t swear that 
this brother-in-law was identified by name (hearings, p. 228). 

Because he had heard a vear ago about Mr. Wynn’s brother-in-law 
being a Defense official, Captain Caras solicited further information 
from Mrs. Ross. Asked to describe her response, Captain Caras said 
(hearings, p. 228): 


L would say she was somewhat violent in attempting to 
impress me, or leave me with the impression, that there was 
no connection between them. 


Captain Caras was not sure whether, in conversations with Mr. 
Wynn, the name of Mr. Ross was mentioned. ‘Not particularly” 
was his answer (hearings, p. 228). 

Reviewing the record of Mr. Ross’ participation in the matters 
under inquiry, the subcommittee cannot see anything of importance 
that could be labeled a wrongful act on his part in connection with 
a@ contract award. His fault lay not so much in what he did but 
in his failure to realize that the very nature of his position in the 
Department of Defense made it awkward and unwise and incompat- 
ible with the highest standards of public conduct to maintain that 
position while his immediate family had business dealings with the 
Department. 

Sound public policy does not rest alone on subjective intent or the 
propricty of individual actions by an officeholder; it decrees that the 
objective possibilities for wrongdoing shall be held to a minimum. 
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As a high official in the United States Government, Mr. Ross held 
a position of profit and honor; he was a trustee for the people. Ac- 
cording to his own concept of this responsibility, he did nothing 
wrong. 

How strong was his sense of fiduciary responsibility? The record 
shows that as a corporate executive in two of Mr. W ynn’s companies, 
he knew neither what he earned nor when his ¢ orporate responsibilities 
were acquired. Corporations are creatures of the States and they 
demand a sense of duty and obligation akin to that of public office. 

Mr. Ross blamed unfavorable publicity for his decision to resign 
from public office. As an official regulator of the flow of information 
from the Department of Defense, Mr. Ross was not in the best position 
to criticize the press. The newspapers perform a valuable service 
to the Nation in bringing to light situations of the kind in which Mr. 
Ross was involved. 


COMPTROLLER GENERAL’S OPINION 


In the course of this inquiry, the subcommittee chairman put to the 
Comptroller General of the United States the following question, 
among others: 


Is it repugnant to law or public policy for the wife of a 
Government official to receive contract awards from the 
Government, or for the Government official to intervene in 
any manner in contract affairs involving the company of a 
brother-in-law which owes him money or with which he was 
previously associated in a corporate capacity? 


The Comptroller General replied: 


We do not believe that in the ordinary case it would be 
necessary to consider an award made to the wife of a Gov- 
ernment employee to be against public policy. We are of 
the opinion, however, that it would be repugnant to public 
policy for the wife of a Government official occupying a 
major administrative or policymaking position to receive any 
such award regardless of the existence of any direct or imme- 
diate authority in him to approve the aw ard or to make deci- 
sions respecting controversies which might develop between 
the Government and the contractor. His position would in 
itself tend to create a basis for favoritism in the making of 
the award or in the settlement of disputes on questions arising 
out of the contract. 


The subcommittee concurs in the Comptroller General’s finding as a 
statement of sound public policy and believes that it constitutes a 
sufficient answer to the request made by Mr. Ross for a definitive 
finding by this subcommittee. O 
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LETTER CONTRACTS AND CONTRACT TERMINATIONS 
IN MILITARY PROCUREMENT 


Aveust 14, 1957.—Committed to the Committee of the Whole House on the 
State of the Union and ordered to be printed 


Mr. Dawson, of Illinois, from the Committee on Government 
Operations, submitted the following 


FOURTEENTH REPORT 


On August 14, 1957, the Committee on Government Operations 
had before it for consideration a report from its Subcommittee on 
Military Operations entitled “Letter Contracts and Contract Ter- 
minations in Military Procurement.” 

After full consideration of the report as submitted by the subcom- 
mittee, upon motion made and seconded, the report was approved 
and adopted as the report of the full committee. The chairman was 
directed to transmit a copy to the Speaker of the House. 


INTRODUCTION 


This report presents the statistical findings of surveys by the 
General Accounting Office covering the use of letter contracts and the 
termination of procurement contracts by the three military depart- 
ments during fiscal years 1954, 1955, and 1956. 

The letter contract, as explained in the first of the General Account- 
ing Office surveys, is a commonly used military contracting device 
where speed is required in the interest of national defense. The 
device is not new; it was used extensively in World War II and Korean 
emergency procurements. 

These surveys were undertaken by the Comptroller General at 
the request of the Military Operations Subcommittee at the con- 
clusion of its investigation during the 84th Congress of the Navy 
procurement of “Demon” jet fighter aircraft. The extensive use of 
“letters of intent’’ (or letter contracts) in lieu of definitive contracts 
and numerous instances of ‘‘convenience’” terminations despite 
obvious failures of the contractor to fulfill his obligations under 
contracts with the Government, led the subcommittee to recommend, 
among other things, that: 


The General Accounting Office should make a survey of 
military contract termination procedures, including the 
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number and duration of letters of intent which are out- 
standing in the Navy, Air Force, and Army, and evaluate the 
extent to which the Government’s interests are jeopardized 
by failure to exercise default privileges or by frequent and 
protracted use of letters of intent which contain no pro- 
visions for default; such survey and evaluation to be sub- 
mitted to the Congress with remedial recommendations. 


In submitting the first of three reports, which are printed below, the 
Comptroller General advised the chairman of the subcommittee that 
review and evaluation of letter contracts and contract terminations 
would be made a permanent part of the General Accounting Office 
defense audit program and that increasing emphasis would be given 
to this area in 1957. 

This addition to the defense audit program re presents one of several 
constructive actions which followed the subcommittee’s investigation 
and report on the Navy procurement of jet aircraft. 

The subcommittee intends to examine this subject of letter contracts 
and contract terminations in military procurement more closely at 
a later date, but in view of the interest manifested by other committees 
of Congress and executive agencies of the Government, the subcom- 
mittee believes these reports of the Comptroller General should be 
published at this time. 

The military departments and the Appropriations Committee have 
requested copies of these reports, and a recent defense procurement 
study by the House Appropriations Committee specifically noted the 
value of these reports and the work done by the Military Operations 
Subcommittee and the General Accounting Office.? 

When the Government determines that its best interests will be 
served by terminating a contract prior to its completion, several 
courses of action are open, depending on the circumstances. If the 
contractor is current in his deliveries and otherwise is meeting the 
terms of the contract, a termination ‘at the convenience of the 
Government” can be made whereby a settlement is negotiated with 
the contractor. If the contractor has failed to fulfill his obligations 
under the contract, the Government may terminate ‘for default,” 
whereby the contractor receives no profit and is liable for the extra 
costs which may be incurred in procuring the contract items from 
another source. 

Another type of termination which the Government may seek is 
a “no cost” settlement, whereby both the contractor and the Govern- 
ment are relieved of further obligations and the contract is termi- 
nated at no cost to the Government. This procedure is sometimes 
resorted to when the contractor is at fault but the Government, for 
various reasons, desires not to press for a default termination. In 
most cases a contractor who is faced with the possibility of a default 
termination will readily agree to a no-cost settlement. 

While the Government in most cases has these multiple courses of 
action open to it in the termination of definitive contracts, the posi- 
tion of the Government is considerably weaker in the case ‘of “letter 
contracts.”” Unlike definitive contracts, which usually contain a 


1 Navy Jet Aircraft Procurement Program, Tenth Intermediate Report of the Committee on Government 
Operations, 84th Cong., 2d sess., H. Rept. 1891, March 15, 1956, pp. 43-44. 

? Procurement Policies and Practices of the Department ot Defense, printed in Department of Defense 
Appropriations for 1958, hearings before a subcommittee of the Committee on Appropriations, House of 
Representatives, 85th Cong., lst sess., 1957, p. 32. 
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default clause, letter contracts frequently contain no such protection 
of the Government’s interest. 

A letter contract, as defined by the Armed Services Procurement 
Regulations (ASPR), is— 


a written preliminary contractual instrument which author- 
izes immediate commencement of manufacture of supplies, 
or performance of services, including, but not limited to, 
production planning, and the procurement of necessary 
materials.’ 


Despite the requirement in subparagraph (d) (ii) of ASPR section 
3-405.3, that letter contracts shall include agreement as to “‘the 
extent and method of payments in the event of termination either for 
the convenience of the Government or for default,” this provision has 
not been interpreted as requiring that a specific default clause be in- 
cluded in letter contracts. In other words, there must be agreement 
on method of repayment in the event of default, but apparently there 
is no requirement that there be a clause which would enable the 
Oecert sate it to exercise a default termination. 

The General Accounting Office surveys, the findings of which con- 
stitute the body of this report, confirm the findings of the subcom- 
mittee in its investigations of particular military procurement con- 
tracts. In general, the subcommittee has observed a tendency on 
the part of the military departments to— 

(1) terminate large contracts with big-business concerns for 

‘onvenience, despite obvious failures by the contractors; 

(2) exact unduly harsh settlements in some default termina- 
tions involving relatively small contracts with small-business 
concerns, sometimes forcing the companies into bankruptcy; and 

(3) utilize letter contracts for multi-million-dollar procure- 
ments, sometimes extending over periods of several years without 
ever achieving a definitive contract. 

In its report on the Navy jet aircraft procurement program, the 
subcommittee noted: 


Apparently the default clauses of the armed services pro- 
curement regulations are a “dead letter” so far as large 
aircraft contracts of the Navy are concerned. Data sub- 
mitted by the Bureau of Aeronautics at the subcommittee’s 
request show that, in terminating 188 large contracts, aggre- 
gating almost $2 billion in contract value (each exceeding 
$300,000), the Bureau of Aeronautics has made not 1 default 
termination; all were terminated at the convenience of the 
Government. 


SUMMARY OF PRINCIPAL FINDINGS BY THE GENERAL ACCOUNTING OFFICE 


Letter contracts 


The GAO report transmitted to the Military Operations Subcom- 
mittee on November 5, 1956, notes that, as of April 30, 1956, the 
military departments had 262 letter contracts outstanding with a 
dollar value totaling more than $2 billion. More than half of these 
contracts were over a year old, having been outstanding for periods 





3 For the text of ASPR sec. 3-405.3, see p. 27 of this report. 
4H. Rept. 1891, 84th Cong., 2d sess., March 15, 1956, p. 20. 


95696—5 7——_2 





4 LETTER CONTRACTS AND CONTRACT TERMINATIONS 


ranging up to 5 years. It should be noted that the current ASPR 
requires that definitive contracts be executed within 180 days unless 
an extension of time is specifically authorized by higher authority, 

Principal reasons advanced by the military departments for failure 
to execute definitive contracts are (1) lack of firm plans and specifica- 
tions and (2) lack of agreement by contracting parties. 

In its summary on the use of letter contracts by the military de- 
partments, the GAO notes that, based on discussions with staff per- 
sonnel, ‘it appears that the Army makes limited use of letter con- 
tracts.” It reports further that: 


* * * The Department of the Army contends that it is able 
to definitize letter contracts for new technical or specialized 
military items, such as guided missiles, on a timely basis by 
securing adherence to the principle that production contracts 
are not to be awarded until completion of the development 
and evaluation phases of the item. The Department of the 
Army feels that it is thus in a good position to furnish a con- 
tractor with firm specifications based on the end-item proto- 
type developed, evaluated, and tested in the research phase. 


In contrast with this representation, a recent investigation by this 
subcommittee concerning military tank procurement ® disclosed a 
letter contract. which took the Army more than 7 months to definitize. 
Before achieving its final form, the letter contract was amended 5 
times, and by the time it was definitized it had grown from $90 million 
to more than $320 million. 

This letter contract, which started in 1950, eventually became a 
basic production contract with amendments numbering 112, as of 
June 1957, and with a total outlay by the Government ‘of nearly $1 
billion. 

The subcommittee wishes to call particular attention to a letter 
contract which the GAO found had been issued because there was 
insufficient time to agree on terms and prepare a definitive contract 
before the close of the fiscal year. This letter contract, for radar 
equipment and <P are parts, was issued on June 30, 1953, the last day 
of the fiscal yea 

Due to the canthic tor’s refusal to agree to the terms of a proposed 
definitive contract offered 18 months later (after numerous extensions 
of the letter contract), only the major-items part of the letter contract 
was incorporated in the first definitive contract executed. The spare- 
parts portion of the procurement remained under the extended letter 
contract. 

Before the spare-parts portion of the letter contract. could be incor- 
porated in a definitive contract, the parts were placed into production 
and, due to an error by the Government— 


an excessive number of parts were ordered, which almost dou- 
bled the quantity needed for the number of items of basic 
equipment specified in the letter contract.® 


Despite a provision in the letter contract requiring the contractor 
to notify promptly the Government agency if an order for spare parts 
exceeded the maximum dollar value specified in the letter contract, 


5 Military Tank Procurement, 10th Report of the Committee on Government Operations, 85th Congress, 
Ist session, H. Rept. No. 958, July 31, 1957. 
6 See pp. 15-16 of this report. 
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such notification was not made until a year after the spare parts were 
ordered, and shipments of spare parts were made in excess of the 
number originally contemplated. A dispute between the Government 
and the contractor as to which party was legally responsible was 
unsettled as of July 31, 1956. 

The GAO survey of letter-contract terminations by the military 
departments for the period January 1, 1954, through April 30, 1956, 
found a total of 75 letter contracts ‘terminated “at the convenience of 
the Government.”’ The total “contract price of items terminated”’ 
(CPIT) amounted to $681,781,688. 

From the information available, it appeared to the GAO that “no 
letter contracts were terminated for default.” 


Default and convenience terminations 


From the records furnished by the 3 military departments, the 
GAO was able to tabulate the default and convenience terminations, 
together with the contract price of items terminated, for the 3 services 
for given periods. Tabulations for the convenience terminations by 
the Navy and Air Force cover the period January 1, 1954, through 
April 30, 1956. Convenience terminations by the Army are tabulated 
for the period July 1, 1953, through April 30, 1956. Default termina- 
tions for all three services are tabulated for the period July 1, 1953, 
through April 30, 1956. 

These tabulations indicate that, for the periods covered, the military 
services terminated for convenience 12,502 contracts having a total 
contract price of items terminated of nearly $4 billion; whereas only 
1,209 contracts, having a total contract price of items terminated of 
slightly over $55 million, were terminated for default. 

Percentagewise, of the 13,711 contracts terminated, 91 percent 
represented terminations for the convenience of the Government. 
Of the total contract price of items terminated for both default and 
convenience terminations, 98.6 percent represented convenience termi- 
nations. 

Of the 1,209 default terminations, moreover, 1,092 (or 90.3 percent) 
were on contracts having a contract price of items termin aaa of less 
than $100,000, only 117 representing larger contracts. 

With respect to convenience terminations by the Navy and Air 
Force, contracts having a contract price of items terminated of over 
$100,000 represented over $2.5 billion of the total; whereas contracts 
with a contract price of items terminated of under $100,000 accounted 
for less than $110 million. (Army records do not permit a similar 
comparison. ) 


App als to the Armed Services Board of Contract Appeals (ASBCA) 

Mf the 1,209 default terminations during the period covered, 224 
were appealed to the Armed Services Board of Contract Appeals 
(214 by small-business concerns, and 10 by big-business concerns). 
The total contract price of items terminated represented in these 
appeals amounted to approximately $22.9 million. 

Of the 126 decisions rendered by the ASBCA covering this period, 
46 appeals were sustained, 69 were denied, and 11 were dismissed for 
lack of jurisdiction. The sustained appeals covered a total contract 
price of items terminated of $4,718,454, whereas the combined con- 
tract price of items terminated of appeals denied or dismissed amounted 
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to $4,846,989. In other words, approximately half the money in 
volved in all the appealed cases was recovered by the contractors. 

The subcommittee calls particular attention to the lengthy proce- 
dure for handling appeals to the ASBCA, outlined in the GAO report 
on page 45. Existing rules provide for 244 calendar days (approxi- 
mately 8 months) from the time an appeal is received to the promulga- 
tion of a decision. Extensions at various stages of the proceedings, 
moreover, may be had at the request of either party. 





The three reports prepared by the General Accounting Office at 
the request of the Military Operations Subcommittee, and submitted 
to the subcommittee on November 5, 1956, January 11, 1957, and 
March 29, 1957, respectively, are presented in their entirety in the 
pages that follow. 
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LETTER OF TRANSMITTAL 





CoMPTROLLER GENERAL OF THE UNITED STATEs, 
Washington, November 5, 1956. 

B-127758 

B-125040 

Hon. Cuetr Ho.irte.p, 

Chairman, Military Gperations Subcommittee, 
Committee on Government Operations, 
House of Representatives. 

Dear Mr. CuarrMan: Further reference is made to your letter of 
April 27, 1956, and to our subsequent correspondence concerning the 
Committee’s recommendation contained in House Report 1891, 
entitled “Navy Jet Aircraft Procurement Program.” ‘The recom- 
mendation states that the General Accounting Office should make a 
survey of military contract termination procedures, including the 
number and duration of letters of intent which are outstanding in 
the Navy, Air Force, and Army, and evaluate the extent to which the 
Government’s interests are jeopardized by failure to exercise default 
privileges or by frequent and protracted use of letters of intent which 
contain no provisions for default, such survey and evaluation to be 
submitted to the Congress with re »medial recommendations. 

Members of our respective staffs met on September 26, 1956, to 
discuss some of the problems involved in this undertaking and to 
determine whether our approach to this matter would achieve the 
intended objective of the subcommittee. Based on those discussions, 
it was agreed generally that we would prepare and submit to the 
subcommittee a report concerning the issuance of letters of intent 
by the three services. Also, it was agreed that we would review and 
report on the actions of the Contract Board of Appeals on termina- 
tion cases. With respect to contract terminations for the conven- 
ience of the Government, it was concluded that our best approach 
to a review in this area would be to incorporate this segment of the 
review with our defense contract audit program under which our 
Defense Accounting and Auditing Division contemplates visits to 
some 250 contractors’ plants a year, as well as the procurement 
office of the military department administering the contracts. 

We have completed our examination of the use of letter contracts by 
the Departments of the Army, Navy, and Air Force, and a copy of 
our report thereon is enclosed. A review of the cases considered by 

Contract Board of Appeals is underway and a report thereon, 
together with certain statistical data on contract terminations, is 
expected to be ready for transmittal to you in about 90 days. 

The review and evaluation of letter contracts and contract termina- 
tions, including the procedures followed, have been made a permanent 
part of our defense contract audit program and we will emphasize this 
phase of our contract examination work during the next year. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United Siates. 
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REPORT ON THE USE OF LETTER CONTRACTS BY DEPART- 
MENTS OF THE ARMY, NAVY, AND AIR FORCE 


ime to recommendation 17 in the 10th Intermediate Report 
of the Committee on Government Operations, House Report No. 
1891, 84th Congress, 2d session, the General Accounting Office has 
conducted a survey of the use of letter contracts by the Departments 
of the Army, Navy, and Air Force. This report covers the number 
and duration of letter contracts outstanding in the Army, Navy, and 
Air Force as of April 30, 1956; the extent of use of letter contracts 
by the three departments; and a review of policy directives relating 
to their use. 

The above recommendation uses the term “letter of intent,’’ 
whereas this report uses the term “letter contract.’”’ The two terms 
are used interchangeably by procurement personnel; however, current 
instructions contained in the Armed Services Procurement Regulations 

(ASPR) relatmg to types of contracts provide only for the use of 
letter contracts. 

Available information indicates that the term “letter contract’’ 
may apply to a document varying all the way from essentially an 
authorization to incur costs to a document containing virtually all 
of the specific provisions of a definitive contract. In view of this 
fact, a letter contract may vary widely as to its degree of definitiza- 
tion, depending upon the particular circumstances, but the regulations 
require them to be as definitive as circumstances permit. 

The statistics presented in the report are based on each of the three 
departments’ definition of letter contracts, and we are not in a position 
to know whether consistent criteria have been applied for classification 
purposes. 

The information stated herein is based on data furnished by the 3 
military departments and on discussions held with responsible procure- 
ment staff personnel of the 3 departments. Limited reviews and 
examinations of individual letter contracts were conducted, to the 
extent set forth in sueceeding sections of this report, to ascertain 
the degree of compliance on the part of contracting officers with 
published instructions regarding the content of letter contracts. In 
the absence of more extensive field reviews, we are unable to comment 
whether the Governrent’s interests may have been jeopardized by 
the protracted use of letter contracts. We have incorporated this 
review as a part of our permanent contract-audit program. In the 
conduct of this program, we will pursue the question of whether the 
agencies of the nana of Defense are sufficiently protecting the 
interests of the Government with respect to the prompt exercise of 
rights under the default provisions contained in their contracts. 

Principal findings and significant data are summarized in succeeding 
sections of this report. 
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USE OF LETTER CONTRACTS 


Letter contracts, which are temporary devices, are prescribed for 
use when the interests of national defense require that work be com- 
menced with the least practical delay on projects where the nature of 
the work involved prevents the preparation of definitive requirements, 
specifications, or cost data, and negotiation of a definitive contract 
is not initially possible. Such conditions occur most frequently in 
the procurement of aircraft, electronics, guided missiles, and nuclear- 
powered vessels where a considerable amount of development is 
required simultaneously with the initial production process. 

Identical periods for the compilation of data on the number of 
letter contracts issued by the three departments was not readily 
available. However, based on discussions with staff personnel of 
the Office of the Deputy Chief of Staff for Logistics, Department of 
the Army, it appears that the Army makes limited use of letter con- 
tracts. We were informed that approximately 25 letter contracts 
were issued by the Army during fiscal year 1956. The Department 
of the Army contends that it is able to definitize letter contracts for 
new technical or specialized military items, such as guided missiles, 
on a timely basis by securing adherence to the principle that produc- 
tion contracts are not to be awarded until completion of the develop- 
ment and evaluation phases of the item. The Department of the 
Army feels that it is thus in a good position to furnish a contractor 
with firm specifications based on the end-item prototype developed, 
evaluated, and tested in the research phase. 

We were able to obtain the following data on the use of letter 
contracts by the Departments of the Navy and Air Force during 
the calendar year 1955: 




















| Navy Air Force 
| Number | Amount | Number Amount 
eet ss Sa 95d. oe — Seances dish tna ce el ge pae ised ee 
Balance on hand, Jan. 1, 1955 esse. i 70 $1, 211, 827, 000 136 | $939, 571, 266 
Issued during 1955........__-_. ; 29 y 478, 114, 000 401 i 542, 675, 645 
Citi Lo duicn ss}. cs 99 | 1, 689, 941, 000 5387 7 | 2, 482, 246, 911 
Converted or terminated during 1955 ‘ 3S 443, 163, 000 352 my 1, 538, 786, 181 


Balance on hand, Dec. 31, 1955__._._.-___-- 61. “1, 246, 778, 000 | “185 | | 943, 460, 730 
| | | 


The foregoing data for the Department of the Air Force does not 
include the activity of overseas commands or the Air Research and 
Development Command (ARDC), as this information was not readily 
available. We did ascertain, however, that as of December 31, 1955, 
there were outstanding 11 letter contracts totaling $10,956,129 issued 
by ARDC, and one letter contract in the amount of $10 million issued 
by Air Materiel Force, European area. 


LETTER CONTRACTS OUTSTANDING 


Information obtained from the military departments discloses that 
262 letter contracts totaling $2,106,034,000 were outstanding as of 
April 30, 1956. A summary of these contracts showing the length of 


time outstanding in each department and the total amount thereof, 
follows: 
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Army Navy | Air Force Total 
Age ore ee ee _- 
iNum-| Amount |Num-| Amount |Num-| Amount |Num-| Amount 
ber ber | ber | ber | 
cash Binetcindicy dell nietess dp otae dreds feeb eee ean ~ 
~ Gael ion 
| | Thousands | Thousands | Thousands 
4to 5 years. -- ; a: 1 | $16,000 |....-.! jihientie l $16, 000 
3 to 4 years_-_.-- wind euasenel 3 | 28, 383 |....- | 2 : 3 | 28, 383 
2 to 3 years--- aga terrinriegstiritoden’ 5 | 65, 910 1 | $18, 000 6 83, 910 
1 to 2 years 2 oT 23 | 670, 569 13 | 246, 760 36 | 917, 329 
6 to 12 months..-.-....- 11 | 51,042 | 27| 200,507 | 38 | 251, 549 
Total over 6 months___._|--..__|_--...-- 43 | 831,904} 41) 465,267) 84| 1,297,171 
0 to 6 months-_-..--- Sl el ae 12| $6,182 38 405, 034 127 | 397, 647 178 | 808, 863 
Total seee-----e----| 12] 6,182 | 81 | 1,236,938 | 168| 862,914 | 262) 2,106,034 
| i | i 








We found that the 12 letter contracts outstanding in the Depart- 
ment of the Army were definitized within 6 months from the date of 
award. 

The majority of the 84 Navy and Air Force letter contracts out- 
standing 6 months or more as of April 30, 1956, as shown in the 
above table, were for aircraft (45), missiles (15), and electronics (9). 
Listings of the individual letter contracts comprising these Navy and 
Air Force letter contracts are included in the appendixes A and B, 
respectively. Letter contracts outstanding less than 6 months have 
not been listed. Current ASPR permits a period up to 180 days 
during which time a definitive contract is to be executed unless an 
extension of time is authorized by appropriate authority. 

The reasons given by the departments for delay in definitizing the 
letter contracts included in the above-mentioned listings and the 
number of contracts outstanding for each reason are shown in the 
following table: 


Reason Navy |Air Force! Total 


Lack of firm plans and specifications 


Ged t det de let be os} 8 ee 10 26 36 
Lack of agreement by contracting parties ail + etna deitintadidtinasencliiee aaa 27 4 31 
Work requirements or delivery schedules not established ss dcecbcliln endo 2 3 5 
Insufficient funds available. _......................-.--..-.. ju eieeai l 2 3 
Priority of other contract actions 1 2 3 
Contractor reorganization or strikes. _...............------ 2222 eee. 0 31 3 
Legal question to be resolved ai ; , 5 1 | l 2 
Facility being held in standby j Ld 1 |} 0 l 

RGUENG be snnne tis 43 41 84 


During the subsequent 2 months, 39 of these contracts were either 
converted to definitive contracts or the definitive contract was being 
prepared. The status of these 84 contracts at June 30, 1956, was as 
follows: 





Navy Air Total 
Force 
Converted to definitive contracts_.._.. backs 6 118 24 
Negotiations completed and definitive contract in process of preparation. 9 6 | 15 
Require further negotiations i , [ 28 17 45 
wotal...... 43 41 84 


‘In addition, the major portions of 2 other letter contracts had been converted to definitive contracts, 
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Following is additional information obtained by review of depart- 
mental files and reports on the 10 letter contracts outstanding 2 years 
or more as shown in the table on page 13. We have made no attempt 
to further develop or evaluate the information, or to obtain comments 
on the questionable aspects. 


Navy letter contract outstanding 4 to 5 years 


The one letter contract outstanding for this period was entered into 
by the Navy in August 1951, at the Army’s request, in order to acquire 
facilities adjacent to Navy-owned facilities. The agreement provided 
for the expansion of the contractor’s facilities to accommodate addi- 
tional electric steel furnace capacity to meet the needs of the Army 
gun program anticipated at that time. This required the destruction 
and removal of certain portions of the contractor’s facilities in order 
to make alterations to accommodate the equipment required for Army 
needs. The agreement also provided for the construction and equip- 
ment of a shop for machining forgings. Negotiations leading to the 
agreement anticipated a reserve of the contractor’s production capacity 
of steel forgings in a certain amount, if and when required by the Army. 
This contract contains a default clause. 

The agreement required many negotiations with the contractor 
before and after the date of the award because of numerous contract 
provisions to be considered, such as title to material and items fur- 
nished by the Government, restoring the property to its former con- 
dition in the event of termination, whether the equipment could be 
used for both commercial and Government work, the extent of pro- 
duction capacity to be reserved, and the expense to be borne by the 
Government. 

The extent of the production capacity to be reserved was still un- 
settled as of May 28, 1954, at which time a fifth request for an exten- 
sion in time for conversion to a definitive contract was submitted to 
the appropriate approving authority. One of the reasons given for 
requesting this extension was that the amount of funds allocated by 
the Army was insufficient to complete the work. At this time, the 
full capacity production anticipated when the program began was 
never realized and, because Army requirements declined drastically, 
the contractor was able to meet Army needs with his own facilities, 

Consideration was given to the possibility of terminating the con- 
tract, however, the Army decided to complete the project for use as a 
Reserve facility and additional funds were provided in August 1954. 

Additional requests for extensions in time for definitizing this con- 
tract were submitted at various intervals, most of which were to pro- 
vide time to receive firm proposals and complete negotiations on all 
necessary terms and conditions. The most recent extension of time 
for execution of a definitive contract was covered by amendment 21, 
dated June 20, 1956, which extends the time to September 30, 1956. 

As of July 31, 1956, all terms and conditions were agreed upon and 
the definitive contract had been drafted. J}ecause of materials and 
equipment furnished by the Government, and the provisions for main- 
tenance, use, protection, and disposition of the facilities, the definitive 
contract is rather involved and apparently took considerable time in 
preparation and negotiation of terms. 

The complexity of this contract is illustrated by the fact that the 
granting of extensions for definitizing the letter contract, as well as 
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the firming up of formal contract provisions, have received considerable 
attention by the Assistant Secretary of the Navy (Materiel). 


Navy letter contracts outstanding 3 to 4 years 


Three contracts have been outstanding from 3 to 4 years. 

One of these contracts covers a classified project for several segments 
of work to be accomplished in sequence. Scope of the work to be 
accomplished under the definitive contract or contracts is dependent 
upon the results of the segments of work under the letter contract. 
This contract contains a default clause. 

The two remaining contracts outstanding for the period are agree- 
ments with foreign governments under the offshore procurement 
program. Default clauses are not used in agreements with foreign 
governments. Definitization of these contracts was delayed pending 
receipt of proposals from the foreign governments. One of these 
contracts was definitized on June 27, 1956, the other contract on 
July 31, 1956. 

Navy letter contracts outstanding 2 to 3 years 

Five contracts have been outstanding from 2 to 3 years, none of 
which contained a default clause. 

Two of these contracts cover the production of aircraft. Definiti- 
zation of one contract has been delayed pending receipt of the con- 
tractor’s proposal on delivery schedules to be established under the 
definitive contract, and the other contract was delayed because of 
changes made in the specifications. The latter contract was defini- 
tized on June 25, 1956. 

Two contracts outstanding during this period are agreements with 
foreign governments under the offshore procurement program. De- 
finitization of these contracts was delayed pending receipt of proposals 
from the foreign governments, which, we were informed was delayed 
because of the subcontracting involved. Both of these contracts 
were definitized during June 1956. 

The remaining contract outstanding for this period covered pro- 
duction of radar equipment and related spare parts for the mutual 
defense assistance program. A letter contract was issued for this 
procurement on June 30, 1953. We were informed that this letter 
contract was issued because there was insufficient time to agree on 
terms and prepare a definitive contract before the close of the fiscal 
year. The letter contract specified a maximum amount for which 
progress payments could be made. 

The time for execution of a definitive contract was extended approxi- 
mately every 3 months until the latter part of 1954, during which time 
the Department was awaiting receipt of cost proposals. In Novem- 
ber 1954, the contractor submitted prices for the major items except 
spare parts, and a definitive contract was prepared for the con- 
tractor’s signature during January 1955. This contract was for all 
items covered by the letter contract.. The contractor rejected this 
proposed definitive contract by letter dated February 25, 1955, which 
resulted in elimination of the provisions for spare parts, and a revised 
definitive contract was accepted by the contractor by letter dated 
April 1, 1955. 

With respect to the spare-parts portion of the letter contract, the 
Department ordered a quantity of spare parts on March 26, 1954. 
Through error, an excessive number of parts were ordered, which 
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almost doubled the quantity needed for the number of items of 
basic equipment specified in the letter contract. The estimated value 
of these parts exceeded the maximum amount specified in the contract. 
Under the terms of the letter contract, the contractor was required 
to notify the Department promptly when it was estimated that an 
order for spare parts would exceed the maximum amount specified 
in the contract. However, notification was not furnished until re- 
ceipt of the contractor’s letter dated February 21, 1955. 

We were unable to ascertain that the Department took action in 
connection with the contractor’s notification, and found that no 
amendment was issued to increase the maximum amount of the 
contract. 

By letter dated August 1, 1955, the contractor submitted a proposal 
for all spare parts ordered. In the meantime, the parts were being 
fabricated and prepared for shipment. As a result of an advisory 
accounting report on the contractor’s proposal, the Department 
deleted the cost of all parts in excess of the amount originally con- 
templated under the letter contract. Although the cost of the 
excessive number of spare parts has been the subject of a dispute 
between the contractor and the Department in attempting to deter- 
mine which party is legally responsible, shipments have been made 
in excess of the number of spare parts originally contemplated. The 
case was still unsettled as of July 31, 1956. 

Air Force letier contract outstanding 2 to 3 years 

The one letter contract outstanding in the Air Force for over 2 years 
was awarded to insure deliveries of long-lead-time electronic equip- 
ment in accordance with Air Defense Command requirements for the 
semiautomatic ground environment system (SAGE). This letter 
contract was originally for production design and developmental 
work as well as production requirements; however, in May 1955, the 
production requirements were added to another letter contract under 
the same program. 

The delay in definitizing this letter contract has been due primarily 
to the lack of a complete SAGE system design. This caused a delay 
in formalizing specifications and production drawings for the compo- 
nent parts of the system. From a review of the reasons for delay in 
definitizing this contract, it was evident that this is a highly complex 
procurement involving coordination between the Lincoln Laboratories, 
ADES project office, Rome Air Force Depot, Headquarters of the Air 
Materiel Command, Air Force Cambridge Research Center, and the 
contractor. 

It was noted that the contractor was authorized to proceed with 
items as the specifications for that item were completed. 


TERMINATION OF LETTER CONTRACTS 


Three letter contracts, with a contract price of items terminated 
amounting to $5,441,775, were te ‘Tminate d for the convenience of the 
Government by the Department of the Army during fiscal year 1954. 
From that time through April 30, 1956, there were no further termi- 

nations. 

During the period January 1, 1954, through April 30, 1956, 
letter contracts were terminated for the convenience of the Gakie 
ment by the Departments of the Navy and Air Force. These termina- 
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tions are shown with the contract price of items terminated (CPIT) 
in the following table: 


| Navy 


| | 
| Number| OPIT | Number CPIT 


Air Force } Total 
Oalendar year 





Number CPIT 





ih | 

Ary | 
1954 36 | $559, 101, 280 16 | $15, 381, 683 52 | $574, 482, 963 
1955 | 6 51, 577, 263 | 7 | 7, 316, 538 13 58, 893, 801 
1956... -- | 4 31, 593, 328 | 3 | 11,369,821 | 7 42, 963, 149 
Total J 46 | 642, 271,871 26 | 34,068, 042 | 72 676, 339, 913 





Based on information obtained from the three military departments, 
it appears that no letter contracts were terminated for default. How- 
ever, procurement personnel in the Air Force stated that there have 
been cases where letter contracts have been terminated for breach of 
contract. Specific cases could not be located for our review. 


DEPARTMENTAL PROCEDURES AND INSTRUCTIONS 


Until December 23, 1955, the armed services procurement regula- 
tion contained very little in the way of guidance for the use of letter 
contracts. Such guidance consisted essentially of a definition of a 
letter contract and a brief statement as to when a letter contract was 
authorized for use. ASPR 3-408, titled “Letter Contract or Letter 
of Intent,” issued January 3, 1955, and in effect until December 23, 
1955, is attached as appendix C. 

On December 23, 1955, the ASPR paragraph pertaining to letter 
contracts was revised and issued as paragraph 3-405.3, ‘Letter Con- 
tract.” (See appendix D.) This revised paragraph contains subsec- 
tions setting forth description, applicability, limitations, and minimum 
contents for letter contracts. Of particular note is a content require- 
ment that letter contracts shall include agreement as to “the extent 
and method of payments in the event of termination either for the 
convenience of the Government or for default.” However, default 
clauses for use in letter contracts are not provided by ASPR. 

Current instructions governing the use of letter contracts in the 
Department of the Navy are prescribed in Navy procurement direc- 
tives, section 3, paragraph 401, revised February 17, 1956. (See 
appendix E.) These instructions implement the current ASPR 
3-405.3. 

Current Army procurement procedure (APP) and Air Force pro- 
curement instruction (AFPI) do not refer to the current provisions 
of ASPR 3-405.3, but make reference to the superseded ASPR 3-408. 
However, provisions of ASPR are considered binding upon all con- 
tracting officers, irrespective of whether formal implementation is 
made by the departments. The current Army and Air Force instruc- 
tions relating to letter contracts are contained in APP 3-408 and 
AFPT 3-408, attached as appendixes F and G, respectively. 

Paragraphs 16-1606.1 and 16-1606.2 of APP for the Department 
of the Army provide sample forms for letter contracts leading to cost- 
reimbursement and fixed-price type definitive contracts. These 
sample forms provide for the attachment of all clauses (which would 
include default provisions) required for insertion in the ultimate con- 
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tract. The sample form further incorporates such clauses, includir 
specifically the termination clause, as integral parts of the letter 
contract. The sample forms contain the sentence: ‘“The appropriate 
termination clause should be inserted in exhibit A and attached to the 
form as an enclosure.’’ Although there is no mandatory requirement 
for the use of the forms, the cuidance provided by the furnishing of 
such samples appears adequate if taken into consideration by con- 
tracting officers of the Department of the Army. Of the 12 letter 
contracts outstanding in the Department of the Army at April 30, 
1956, we examined seven issued by the Army Ordnance Corps and 
ascertained that these letter contracts followed the language of the 
sample forms provided by APP. We also made inquiry to the Army 
Signal Corps concerning 3 specific letter contracts issued durin; 
fiscal year 1956—1 of which was outstanding at April 30, 1956—and 
were informed that these letter contracts also follow the language of 
the sample forms provided by APP. Thus, on a sampling of 10 of 
the approximately 25 letter contracts issued in fiscal year 1956 by 
the Department of the Army, it appears that adequate provisions have 
been included to cover methods of payment and other procedures in 
the event of termination of the letter contracts for default. 

Through discussions with Navy procurement personnel, we were 
informed that the provisions written into letter contracts in the past 
were generally patterned to fit the conditions surrounding the pro- 
curement at the time of the award including the feasibility of the use 
of a default clause. 

Information furnished by the Department of the Navy disclosed 
that prior to the current instructions, three bureaus were including 
the default clause in letter contracts except in agreements with foreign 
governments, wherein they consider a default clause not appropriate. 
However, the Bureau of Aeronautics did not include default provi- 
sions in letter contracts executed prior to June 1, 1956, because the 
Bureau considered that its ultimate legal rights were not adversely 
affected by not including such provisions. 

Examination of a selected number of letter contracts recently issued 
by the Department of the Navy disclosed that the present practice 
followed by the bureaus is to incorporate in the letter contract, a set 
of general provisions which apply to the letter contract and the 
definitive contract to be executed at a later date. These general 
provisions include all required contract clauses including provisions 
and method of payment in the event of termination of the contract 
for the convenience of the Government or for default. Agreements 
with foreign governments contain general provisions that are written 
in accordance with a memorandum of understanding between the 
United States and the foreign government, which contain no provi- 
sions for default. 

In summary, the clauses inserted with respect to termination for 
default in both the Army and Navy prevent the payment to a de- 
faulted contractor of any fixed fee or profit on undelivered portions 
of the contract. 

AFPI contains no requirement for the inclusion of a default clause 
in letter contracts and, as far as could be determined, default clauses 
have not been included in Air Force letter contracts. However, the 
clauses required in all Air Force letter contracts include a prescribed 
termination clause. This clause provides that in case a definitive 
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contract is not executed by the date specified because of the inability 
of the parties to agree upon a definitive contract, the letter contract 
may be terminated by either party. Under these conditions the 
clause states that the amount paid to the contractor shall not include 
any allowance for profit or fee. The Army has a similar provision 
in their letter contracts in addition to the default provisions. Under 
terminations for the convenience of the Government in all three 
departments, the amount paid to the contractor may include a 
reasonable allowance for profit or fee. 

It is seen from what has been stated that ASPR 3-405.3 provides 
that letter contracts shall include agreement as to “the extent and 
method of ——— in the event of termination either for the con- 
venience of the Government or for default.”” We do not understand 
that the ASPR Committee interprets this regulation as requiring the 
agency to include a clause stipulating what ‘shall constitute default, 
and the procedure to be followed in such event. However, it appears 
that the execution of definitive contracts without unnecessary delay 
would generally eliminate the problems in this area. 
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ApPpENDIx C 
[Revised January 3, 1955 
ARMED SERVICES PROCUREMENT REGULATION 


SECTION III--PROCUREMENT BY NEGOTIATION 


* * * * & ‘ * 


Part 4—Types of Contracts 


* * * 4 * & * 


3-408 Letter Contract or Letter of Intent. A letter contract or 
letter of intent is a preliminary contract with or without a tentative 
price or specific amount agreed to therein, and with such other basic 
terms set forth therein. as can be agreed to at that time. It author- 
izes the Contractor to commence work, incur costs, and make com- 
mitments pending negotiation and execution of the final definitive 
contract. It obligates the Government either to make a final defini- 
tive contract within a specified time or to reimburse the contractor 
for costs incurred under the letter contract or letter of intent. This 
type of contract shall be used, subject to such approval as is required 
by the procedures of each respective Department, only when one of 
the following conditions exists: 

(a) when it is essential to give to the Contractor a binding 
commitment in order to permit him to commence work immedi- 
ately; or 

(b) when the nature of the work involved prevents the prepa- 
ration of definitive requirements or specifications, thereby 
making it impossible to negotiate a final contract at that time. 

The letter contract or letter of intent shall be superseded as soon as 
possible by a final definitive contract. 





ApprpENpDIx D 
[Revised December 23, 1955] 


ARMED SERVICES PROCUREMENT REGULATION 
(1955 Epition Revision) 
SECTION III—PROCUREMENT BY NEGOTIATION 


* a * * * * + 


Part 4—Types of Contracts 


* * * * * * * 
38-405 Other Types of Contracts. 
* ” * * * * * 


3-405.38 Letter Contract. 

(a) Description. A letter contract is a written preliminary con- 
tractual instrument which authorizes immediate commencement of 
manufacture of supplies, or performance of services, including, but 


not limited to, preproduction planning and the procurement of neces- 
sary materials. 
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(b) Applicability. A letter contract may be entered into when (i) 
the interests of national defense demand that the contractor be given 
a binding commitment so that work can be commenced immediately, 
and (ii) negotiation of a definitive contract in sufficient time to meet 
the procurement need is not possible, as, for example, when the nature 
of the work involved prevents the preparation of definitive require- 
ments, specifications, or cost data. 

(ec) Limitations. 

(i) A letter contract shall be used only after a determination 
in accordance with Departmental procedures that no other type 
of contract is suitable. 

(ii) A letter contract shall not be entered into without com- 
petition when competition is practicable. 

(iii) A letter contract shall be superseded by a definitive con- 
tract at the earliest practicable date. This date shall be prior to: 

(A) the expiration of 180 days from the date of the letter 
contract; 01 

(B) 40 percent of the production of the supplies, or the 
performance of the work, called for under the contract; 
whichever occurs first. In extreme cases, an additional 
period may be authorized in accordance with Departmental 
procedures. 

(iv) The maximum liability of the Government stated in the 
letter contract generally shall not exceed 50 percent of the total 
estimated cost of the procurement, but this liability may be 
increased in accordance with Departmental procedures. 

(d) Content. Letter contracts shall be specifically negotiated and 
shall, as a minimum requirement, include agreement as to the 
following: 

(i) that the contractor will proceed immediately with per- 
formance of the contract, including procurement of necessary 
materials ; 

(ii) the extent and method of payments in the event of ter- 
mination either for the convenience of the Government or for 
default ; 

(iii) that the contractor is not authorized to expend moneys or 
incur obligations in excess of the maximum liability of the Goy- 
ernment as stated in the letter contract; 

(iv) the type of definitive contract ; 

(v) as many definitive contract provisions as possible; 

(vi) that the contractor shall provide such price and cost infor- 
mation as may reasonably be required by the Contracting Officer; 

(vii) that the contractor and the Government shall promptly 
enter into negotiations in good faith to reach agreement upon 
and execute a definitive contract. 
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ApPpENDIXx E 
[Revised February 17, 1956] 


Navy ProcurREMENT DIRECTIVES 
* * * = * ok * 


SECTION III-—-PROCUREMENT BY NEGOTIATION 
* * * * * * * 


Part 4—Types of Contracts 
x x Pa x * * “ 


8-401 Letter Contract. Source: NCPD 56-56. 

8-401.1 Where it has been determined, in accordance with ASPR- 
3-405.3, that a letter contract is the proper contractual instrument, 
authority to contract shall be obtained from the Chief of Naval 
Material, in accordance with NPD 1-409a.3a (1), prior to issuance of 
the letter contract. 

3-401.2 Where a realistic conversion date would initially exceed 
the time limitations specified in ASPR 3-405.3 (ce) (iii) or where the 
maximum liability of the Government stated in the letter contract 
would exceed the 50 percent limitation specified in ASPR 3-405.3 (e) 
(iv), justification for the longer conversion date or for the increased 
maximum liability selected shall be forwarded to the Chief of Naval 
Material (Code M38) with the initial Business Clearance Memoran- 
dum requesting approval of the letter contract. Such exceptions 
shall be requested only where circumstances necessitate, as for ex- 
ample when (i) the item procured is subject to extensive continuing 
development, (ii) the scope of the project involved is of a character 
to prohibit reasonable forecasting of potential difficulties, or (iii) the 
project is of such undefined nature that progress beyond that con- 
templated by the ASPR limitations must preface a definitive contract, 
even on a cost reimbursement basis. The granting of the authority 
to contract shall constitute approval of the request for exception. 

38-401.8 If developments transpiring subsequent to the approval of 
a letter contract indicate that the conversion date initially approved 
cannot reasonably be met and it therefore becomes necessary to 
extend the conversion date beyond that initially approved, a new 
forecast should be made and justification therefor forwarded to the 
Chief of Naval Material (Code M38) in ample time to receive approval 
or disapproval on the requested extension before the expiration of 
the conversion period theretofore approved. 

3-401.4 Similarly, if it subsequently becomes necessary either to 
exceed, or to increase a percentage liability already in excess of, the 
50 percent maximum liability in ASPR 3-405.3 (c) (iv), a Business 
Clearance Memorandum containing justification for such an increase 
shall likewise be forwarded to the Chief of Naval Material (Code 
M38) for approval or disapproval prior to the obligation of funds be- 
yond the limits already approved. 

3-401.6 The term “type of definitive contract,” as used in ASPR 
3-405.3 (d) (iv), refers merely to the general type of contract, 1. e., 
fixed-price type contracts (ASPR 3-403), cost reimbursement type 
contracts (ASPR 3-404) and other types of contracts (ASPR 3-405). 


95696 ov 
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The prices proposed at time of conversion and other circumstances 
surrounding the procurement may then govern the specific type of 
contract, within the general type specified in the letter contract, to 
be used for the definitive contract. 





APPENDIX F 
[Revised January 10, 1955 1] 
Army PROCUREMENT PROCEDURE 


SECTION III-——-PROCUREMENT BY NEGOTIATION 


* * * * * * ” 


Part 4—Types of Contracts 
~ * * * * * * 


3-408 Letter Contracts. The primary purpose of authorizing the 
use of letter contracts preliminary to definitive contracts is to expedite 
the beginning of production so that deliveries will be obtained in time 
to meet phased requirements, particularly in support of troops in 
combat and the expansion of the Armed Forces. It is essential, 
however, that letter contracts be converted to definitive contracts at 
the earliest practicable date. 

3-408.50 Approval Requirement. Letter contracts, or any other 
type of preliminary contract, will not be used without prior approval 
of the Deputy Chief of Staff for Logistics, Department of the Army, 
Chief, Purchases Branch, except that, subject to limitations imposed 
by APP 3-408.53, heads and acting heads of technical services are 
authorized to issue letter contracts in amounts not to exceed $2,500,000 
when the total estimated definitive contract amount is $5,000,000. 
When the total estimated amount of the definitive contract is less 
than $5,000,000 the maximum amount of any letter contract which the 
heads of technical services may authorize is 50 percent of such total 
estimated definitive contract amount. When the total estimated 
definitive contract amount of any procurement exceeds $5,000,000, or 
it is desired to award a letter contract for an amount in excess of 50 
percent of the total estimated amount of the definitive contract, 
urespective of such total, prior approval of the Deputy: Chief of Staff 
for Logistics, Department of the Army, Chief, Purchases Branch, is 
required before issuance of the letter contract. (For instructions as to 
information to be furnished in requesting authority to issue letter 
contracts as herein specified, see APP 3-—408.54.) 

3-408.51 Redelegation of Authority. The authority delegated in 
APP 3-408.50 may be redelegated by chiefs of technical services to 
the extent deemed necessary to personally selected members of their 
organizations. Such selected members are not authorized to redele- 
gate this authority. 


1 Basic poliey and instructions have not differed materially since July 15,1951. Principal changes relate to 
dollar limitations placed on heads and acting heads of technical services with respect to issuance of letter 
contracts for research and development contracts, without prior approval of the Deputy Chief of Staff for 


Logistics. 
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3-408.52 Supersedure by Definitive Contract. Letter contracts will 
be superseded by definitive contracts at the earliest practicable date. 
Consequently, definitive contracts will be executed promptly after 
proper consideration has been given, when possible, to such 
factors as— 

a. Reasonable assurance that the terms reached are the minimum 
acceptable to the contractor and are fair both to the Government 
and the Contractor; 

b. Relationship to precedents as to price redetermination and 
profit established by similar contracts with Army, Navy, Air Force, 
or other Government agencies; 

The effect on future contract negotiation with the Contractor; 
and 

d. The primary importance of meeting phased delivery require- 
ments. 

3-408.53 Conditions for Use. Subject to APP 3-408.50 and 
3408.51, the authority to issue letter contracts is contingent upon 
compliance with ASPR 3-408 and the conditions set forth below: 

That the definitive contracts will contain all required standard 
clauses, in addition to such standard optional clauses as are necessary 
to protect fully the interest of the Government, and that this pro- 
vision will be made a condition of each letter contract. 

b. That all fixed-price contracts, when there is no information upon 
which to base reasonableness of price, will contain applicable standard 
price redetermination clauses with upward limitations thereunder 
held to a minimum, but in no event to exceed 25 percent, and that 
this provision shall be made a condition of each applicable letter 
contract. 

(1) Irrespective of total estimated definitive contract amount, 
a definitive contract or letter contract providing for a price 
redetermination clause with upward revision exceeding 25 percent 
must have prior approval of the Deputy Chief of Staff for Logis- 
tics, Department of the Army, Chief, Purchases Branch. 

(2) Independent Government estimate, prepared prior to re- 
ceiving estimate from the proposed Contractor, may be used to 
determine reasonableness of price. 

c. That the fixed-fee in a cost-plus-a-fixed-fee type of contract will 
not exceed the limitations set forth in ASPR 3-406.1, with further 
consideration given to the following: 

) The absence of risk to the Contractor. 

(2) The estimated quantity of the following as compared with 
the total estimated definitive contract price: (i) material, (ii) sub- 
contracting, (iii) purchased parts, and (iv) “Off-the-Shelf” items. 

(3) The size of the proposed contract. 

d. That the profit to be paid shall be consistent with the protection 
afforded to the contractor in the minimizing or removal of risk to him, 
with due consideration given to the estimated quantity of the follow- 
ing as compared to the total estimated contract price: (i) material, 
(ii) sube sontracting, (iii) purchased parts, and (iv) “Off- the-Shelf” 
items. 

e. That the duration of the letter contract will not exceed 120 days 
from the date of execution. Extensions which increase the duration 
beyond 120 days will not be made without prior approval of the 
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Deputy Chief of Staff for Logistics, Department of the Army, Chief, 
Purchases Branch. 

$-408.54 Information to be Furnished When Requesting Approval 
of Letter Contracts. Requests for authority to award letter contracts 
submitted to the Deputy Chief of Staff for Logistics, Department of 
the Army, Chief, Purchases Branch, must indicate that the use will 
be in accordance with the basic policies set forth in ASPR 3-408, and 
will include the following: 

a. Statement as to the necessity and advantage to the Government 
of the use of the proposed letter contract. 

b. Name and address of proposed Contractor. 

c. Location where contract is to be performed. 

d, Brief description of supplies and quantities to be furnished or 
services to be rendered. 

e. Duration of letter contract in number of days from date of 
execution. 

f. Amount of letter contract. 

g. Total estimated definitive contract amount, including estimated 
cost of (i) facilities, (ii) special tooling equipment, ete., (iii) activa- 
tion or reactivation, (iv) training of personnel, and (v) subcontracting. 

h. Estimated delivery schedule. 

i. Type of definitive contract proposed (fixed-price, cost-plus-a- 
fixed-fee, etc.). 

j. Statement as to whether the definitive contract will conthin all 
required standard clauses in accordance with ASPR, this Procedure, 
and other Department of the Army directives. 

k. List of all standard optional clauses which will be made a part 
of the definitive contract, including (i) Patent clauses, (ii) Copyright 
clause, (iii) Special Tooling clause, (iv) Government Property clause, 
(v) Facility agreement, and (vi) Price Redetermination clause (in- 
cluding form number and percentage of upward revision). 

1. Statement that the provisions of paragraphs j and k above will 
be made a condition of the subject letter contract. 

m. Statement that the minimization of risk, through inclusion 
of the price redetermination clause, will be given due consideration 
in determining the rate of profit to be allowed, with further attention 
given to the amount of each of the following as compared to the 
total estimated contract amount: (i) material, (ii) subcontracting, 
(iii) purchased parts, and (iv) ‘‘Off-the-Shelf”’ items. 

n. Source of funds to be used in the proposed procurement, 
showing— 

(1) Total allocated, and 
(2) Total obligated to date, exclusive of the proposed letter 
contract. 

o. Statement that research and development funds will not be 
used when the work to be covered is not for research and development. 

p. Statement that the definitive contract will be executed with a 
minimum of delay. 

q. Statement that the Deputy Chief of Staff for Logistics, Depart- 
ment of the Army, Chief, Purchases Branch, will be notified through 
the Head of the respective Procuring Activity, without delay, as to 
the date of execution of the letter contract. 

r. Statement that request for approval of the definitive contract, 
if required, will be forwarded in time to reach the Office of the Deputy 
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Chief of Staff for Logistics, Department of the Army, Chief, Purchases 
Branch, no later than 15 days prior to the expiration of the letter 
contract. 

e. Statement that the letter contract will be reported on Individual 
Procurement Action Report (DD Form 350) in the amount of the 
letter contract; and that subsequent reports will be submitted, when 
and if changes are made in the amount of obligation of the letter 
contract, only in the amount of such change, whether plus or minus. 
Further, that when formal contract is executed, report will be made 
only in the amount of the definitive contract, less the cumulative 
obligation under the letter contract and any changes thereto. (See 
Part 3, Section XXX, of this Procedure.) 

38-408.55 Approval for Modification of Letter Contracts —Letter 
contracts approved for issuance by the Deputy Chief of Staff for 
Logistics, will not be extended or amended without prior approval of 
Deputy Chief of Staff for Logistics, Department of the Army, Chief 
Purchases Branch. Requests for approval of extensions or increases 
will include the following: 

a. Name and address of Contractor. 

b. Description of work to be performed, showing quantity of items 
originally approved. 

(1) If quantities have been increased subsequent to original 
approval, show such quantities, authority, and date, 

(2) If additional quantities are to be procured, show such 
quantities and new total. 

c. Date originally approved. 

d. Date letter contract was executed. 

e. Duration originally approved. 

(1) If extensions in the duration have been made subsequent 
to original approval, show such extensions, authority, and dates. 

(2) If additional days are required, show number required and 
new total. 

f. Amount of letter contract originally approved. 

(1) If increases have been made subsequent to original ap- 
proval, show each increase, authority, and dates. 

(2) If additional increase is required, show amount and new 
total, and source of funds, including: (i) total allocated, and (ii) 
total obligated to date, exclusive of the proposed increase, 

. Estimated definitive contract total originally approved. 

(1) If increases have been made pis sien to original ap- 
proval, show each increase, authority, and date. 

(2) If additional increase is required, show amount and new 
total. 

h. Complete justification for extension or increase requested, in- 
cluding reasons as to why definitive contract cannot be executed with- 
out such amendment. 

Note: The requirements of this paragraph shall not be construed 
to restrict Procuring Activities from approving definitive contracts, 
within the authority of APP 30-204, for which letter contracts were 
approved by the Deputy Chief of Staff for Logistics, Department of 
the Army, Chief, Purchases Branch, prior to the delegation of such 
authority. 


og 
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APPENDIX G 
[Revised January 2, 1956] 
Arr Forces PRocuREMENT INSTRUCTION 


SECTION III-——-PROCUREMENT BY NEGOTIATION 


* * * * * + * 


Part 4—Types of Contracts 


*x * * * * * * 


8-408 Letter Contract or Letter of Intent. 

(a) Delegation of Authority. The authority vested in the Director 
of Procurement and Production, Hq AMC, to issue letter contracts 
has been redelegated to: 

(1) Division chiefs of the Directorate of Procurement and 
Production, Hq AMC, without power of redelegation ; and com- 
manders of AMC field procurement activities and Spain AMA, 
with power of redelegation only to the directors of proc urement 
and production. The exercise of this authority is limited to 
procurements where the total estimated costs are not anticipated 
to exceed $350,000. 

(2) Chief, Air Defense Engineering Services Project Office 
when the resulting definitive contracts are not originally antici- 
pated to exceed $350,000. The authority may be redelegated to 
the Deputy Chief, Air Defense Engineering, Services Project 
we 

) Chief, Special Aircraft Project Office—AMC, irrespective 
of sities amount. 

(4) Commander, ARDC, with respect to research and develop- 
ment procurements, irrespective of dollar amounts, with power of 
redelegation. 

(5) Commanders of oversea commands, air attaches, and chiefs 
of AF foreign mission. Oversea commanders may redelegate the 
authority not below the level of a staff officer responsible for 
procurement within the headquarters of the first echelon of 
command immediately subordinate to the major air command. 
Further redelegation may be made only to commanders, first 
echelons of command immediately subordinate to Air Materiel 
Force, Europe. 

(b) Conditions and Limitations. The foregoing delegations of 
authority are subject to the following conditions and limitations: 

(1) Letter contracts may be used only when one of the condi- 
tions set forth in ASPR 3-408 exists. 

(2) Each letter contract will be written in accordance with 
AFPI Section VII, Part 25, and will provide that the resulting 
definitive contract contain all required standard clauses in 
addition to such optional standard clauses necessary to protect 
fully the interest of the Government. 

If the total estimated costs of the procurements are antici- 
pated to exceed the specific amounts in the delegations, or if a 
deviation from the standard form set forth in AFPI Section VII, 
Part 25, is required irrespective of dollar amount, prior authority 
must be obtained as required by subparagraph (c) below. 
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(4) Letters of intent are not authorized for use within the 
Air Force. 

(c) Prior authorization by Procurement Committee, Hq AMC. 
Letter contracts which do not comply with the conditions and limi- 
tations set forth in subparagraph (b) (2) and (3) above, will not be 
issued without prior authorization of the Procurement Committee 
(MCPC), Hq AMC, in accordance with the procedures set forth in 
subparagraph (d) below. 

(d) Procedure. 

(1) Form of Request. Requests for authorization to issue 
letter contracts will be made in writing (electrically transmitted 
messages, letters, or Disposition Forms). Oral requests (either 
in person or by telephone) will not be accepted. 

(2) Initiation, Review, and Signature. Requests will be 
reviewed and recommended, if appropriate for approval, by 
established contract review boards or committees and will be 
personally signed by the designated officials set forth in sub- 
paragraph (a) above. Electrically transmitted message requests 
will be ended by including the words “signed by’ and inserting 
the official designated in subparagraph (a) above; e. g., “Signed 
by Director Procurement and Production.” 

(3) Addressing Requests. Requests for authorization to issue 
letter contracts will be addressed and forwarded to Commander, 
AMG, attn: MCPC. 

(4) Content of Requests. All requests will be in the exact 
order set forth below and each question or statement must be 
appropriately answered. If the question is clearly not pertinent 
to the procurement, the answer should be ‘N/A,’ representing 
‘not applicable.”’ 

“Tt is requested this office be authorized to issue a letter 
contract in accordance with the information contained herein: 


A. STG 6 Cs caine x thetcccigee Cg onc cs 
Location - See I sha hone number ey gears 


B. The letter contract is being requested for the following 
reasons 


Nore: Spee ific reasons are required. Explain why the urgency 
exists and why departure from normal contracting procedure is 
necessar Vy. 


 o fa es name and address. 


" Govermmal uniinell aves date or period of per- 
iieah ance is_ 


pane Ine lude the quantities and a brief dent ‘ription of each 

item being procured, including spare parts, data, etc., to be 

included in the letter contract. When letter or Disposition Form 
is used, inclose Purchase Request. 

E. Selection of Source: 

L. Number of quotations requested? 

. Number of quotations received 

3. Date quotations received.._................---.---- 

4. Was further negotiation conducted after the receipt of 


quotations? If YES, state with whom and major details. 
If NO, state reasons. 
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5. Is award proposed to the lowest bidder? If NO, ex- 
lain. 
f 6. Is this procurement part of the production allocation 
program? If YES, inclose approval from MCPBI, or state 
that approval has been obtained. 

7. Has small business coordination been obtained, both as 
to small business and critical labor area determination? 

If NO, explain. 

8. Give the reasons for the selection of the recommended 
contractor. 

F. Price: 

1. Have the unit prices or a specific amount been negoti- 
ated and agreed to between the contractor and the Govern- 
ment? 

2. Total dollar estimated cost of this procurement 
. Total funds presently available_- als hate alll 
‘ Total dollar amount to be obligated on the letter con- 
Ui is. i ei eis SN ed ~ ne ollie oti ae eee 
Note: In no event will the amount obligated by a letter con- 
tract exceed 40 percent of the total estimated cost of this procure- 
ment. 


5. Indicate the status of the negotiations still to be ac- 
complished, and reasons for delay, if any. 

G. Facility Capability Report: State whether FCR is w aived, 
exempted, or requested pursuant to AFPI Section LII. 

Note: In those instances where an FCR or waiver has been 
requested, it is to be understood the Procurement Committee 
authorization, if granted, is conditioned upon the receipt of an 
affirmative FCR or granting of a waiver, prior to the issuance of 
the letter contract. 

H. Government Aid: 

Are existing Government facilities to be used by the 
COR actor? 

Is any Government property or additional facilities to 
be ‘Tarsiabet to the Contractor? 

If YES, has availability been verified and does the 
letter contract make such provision? 

Is any Government property other than GFP and/or 
facilities to be bailed or leased? 

If YES, has availability been verified and does the 
letter contract make such provision? 

4. Is it contemplated that the contractor will require 
guaranteed loan or advance payments? 

If YES, has approval been obtained from Financial 
Branch (MCPZF), Hq AMC? 

I. Contract: 

1. Indicate under which section of Public Law 413, 80th 
Congress, the procurement is being negotiated. Section 2c 
Rat), 

2. Type and form of contract contemplated (if known): -- 

3. Has CR, CPFF, or Incentive Finding and Determina- 
tion been executed in accordance with AFPI 3-303? 

4. Is this contract to be under a basic agreement? 
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If YES, state the number and identify the standard and 
special clauses to be included in the letter contract and the 
superseding contract. 

5. Are there any clauses other than those specified in 
AFPI Section VII, Part 25, to be included in the letter 
. contract? 

If YES, indicate the clauses and give the reasons for 
their inclusion. 

6. Are there to be any deletions or changes in the standard 
letter contract clauses? 

If YES, give complete details, including the reason for 
need of the deviation (request by contractor is not sufficient 
reason ). 

7. If reimbursement is intended under the letter contract, 
state the method and the amount with justification therefor. 

8. Contemplated date the definitive contract will be en- 
tered into is _______-_-- — 

Note: See subparagraph (h) below. 

(e) Manual Approval of Letter Contracts. Properly authorized 
letter contracts do not require manual approval, irrespective of dollar 
amount, except letter contracts for personal and professional services 
procured under the authority of Public Law 600. (See AFPI 3-305 
(d) and 3-204.2 (c).) 

(f) Form of Letter Contracts. The form of letter contracts to be 
utilized will be according to the format set forth in AFPI Section VII, 
Part 25. 

(g) Deviations to Letter Contracts. 

(1) The term “‘deviation’’ as applied to letter contracts means: 

(A) The omission of any perscribed clause. 

(B) Any addition to or deletion from or modification of 
language in a prescribed clause. 

(C) Any collateral provision which, although not included 
in a prescribed clause, has the effect of altering the prescribed 
clause or changeing its application. 

(2) Requests for deviations, as described above, proposed by 
AF personnel due to inability to negotiate acceptance by the 
contractor of the standard letter contract provisions will be 
forwarded for prior authorization of the Procurement Committee, 
Hq AMC, strictly in accordance with subparagraph (d) (1), (2), 
(3) above, irrespective of the dollar amount involved, and will 
include the information required by AFPI 1—109.50 (d). 

(h) Definitization of Letter Contracts. 

(1) Letter contracts will not be issued for a period in excess of 
6 months. Accordingly, the date to be inserted in the last 
sentence of the clauses set forth in AF PI 7—2504.4, 7-2505.4, and 
7—2506.4 will in no event be a date later than 6 months from the 
date of the letter contract. 

(2) The following extract from Comptroller General Decision 
B-110609, 14 January 1954, is for primary consideration in the 
requirement for early definitization of letter contracts. 

“In connection with the contracts in question, where the cost 
limits stipulated were consistently disregarded and increased by 
successive amendments after they had already been exceeded, 
and where definitive contracts were delayed until the work was 
95696—57——6 
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‘in the last stages’, the execution of the so-called lump sum con- 
tracts was more in the nature of settlement of the contractor’s 
claims than the negotiation of contracts. You are accordingly 
advised that in the future such final contracts will not be consid- 
ered as binding obligations of the Government, and that credit 
for payments under any such contracts, equal to the perc entage 
fees provided for in the preliminary agreements, will be disallowed 
in the audit.” 

(i) Amendments to Letter Contracts. 

(1) Amendments to letter contracts to accomplish new pro- 
curements are to be avoided to the greatest practical extent to 
obtain early definitization of the outstanding letter contract. 
Unless the new procurement is so definitely allied to the procure- 
ment covered by the existing letter contract as to be inseparable, 
and urgency exists for the immediate commencement of work, a 
new letter contract will be issued rather than amending the 
existing letter contract. Amendments to letter contracts to ac- 
complish new procurements will be accomplished the same as 
new letter contracts in accordance with subparagraphs (a), (b), 
(c), and (d) above. 

(2) Amendments to letter contracts for the sole purpose of 
increasing the dollar amount which the contract is authorized 
to expend or obligate will be controlled by the provisions of sub- 
paragraph (j) below and will have the approval of the officials 
designated under subparagraph (a) above. 

(j) Obligation of Funds by Letter Contracts. 

(1) All letter contracts, whether Army, Navy, or Air Force 
funds are involved will be obligated for that amount which is 
estimated will cover the contractors requirements for funds until 
definitization is completed. A letter contract will not initially 
obligate a dollar amount in excess of 40 percent of the total 
estimated cost of the procurement. If it becomes absolutely 
necessary to increase this obligation amount by later amendment, 
the personal approval of the official designated in subparagraph 
(a) above is required and complete details of the required amend- 
ment will be included in AFPI Form 15, ‘Monthly Report of 
Letter Contracts.” 

(2) Under this policy, the original administrative commitment 
document will not commit an amount in excess of the estimated 
obligation, and a commitment document will be required to 
obtain an increase in funds, should this be necessary prior to the 
time a definitive contract is accomplished. 

(3) Alth ough the total funds on MIPR’s are carried as a com- 
mitment by the Army or Navy, the above partial obligation 
policy will be liower: An administrative commitment docu- 
ment will be required in all cases where the obligations are 
increased. 

(k) Progress Payments Under Fixed-Price Supply or Service Letter 
Contracts. Contracting personnel will not offer progress payments 
under letter contracts. Requests for progress payments by contrac- 
tors will be processed as required by AFFI Section LIV, Part 6. 
When progress payments are properly authorized, the clause set 
forth in AF PI 54-606 will be included in the letter contract. How- 
ever, the clause (whether paragraph (b) thereof states 75 percent of 
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the cost or 90 percent of the direct labor and direct material costs) 
will be modified by including paragraph (i) reading as follows: 

‘“(ij) In no event shall progress payments aggregating more than 

$_ ___ be made under this letter contract.” 
The tieur ’s to be inserted in the foregoing clause will be the dollar 
amount represented by 75 percent of the dollar amount obligated by 
the letter contract. ‘Tilustration: The total estimated cost of the 
procurement is $1,000,000; the amount of obligation by the letter 
contract is $400,000; the amount to be inse rte .d in the additional para- 
graph (i) to the progress payments clause is $300,000. 

(1) Reimbursement under CPFF or CR Letter Contracts. Con- 
tracting personnel will not offer current reimbursement under CPFF 
or CR type letter contracts. Current reimbursement under such 
letter contracts may be provided upon request by the contractor, 
prov ided such current reimbursement will be at a rate not exceeding 
75 percent of the contractor’s allowable cost (or 90 percent of the con- 
tractor’s direct labor and direct material cost if desired). In each such 
instance where current reimbursement is to be provided, a clause 
must be drafted for inclusion in the letter contract. The clause as 
drafted will include the following sentence: “In no event shall reim- 
bursement aggregating more than $_.__.___.__._ be made under this 
letter contract.’”’ The figure to be inserted in the foregoing sentence 
will be the dollar amount represented by 75 percent of the dollar 
amount obligated by the letter contract (see illustration in sub- 
paragraph (k) above) 

(m) Monthly Report of Letter Contracts. Each official designated 
under subparagraph (a) above will assure compliance with the 
reporting requirements of AFPI Section LVII, Part 4. 
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LETTER OF TRANSMITTAL 





CoMPTROLLER GENERAL OF THE UNITED STATEs, 
Washington, January 11, 1957. 

B-127758 

B-125046 

Hon. Cuet Ho.irrexp, 

Chairman, Subcommittee on Military Operations, 
Committee on Government Operations, 
House of Representatives. 

Dear Mr. CuarrMan: Further reference is made to your letter of 
April 27, 1956, concerning the committee’s recommendation con- 
tained in House Report 1891, and our report submitted pursuant 
thereto on November 5, 1956, B—127758; 125040, covering the use of 
letter contracts by the three military Departments. 

Enclosed is our report on actions of the Armed Services Board of 
Contract Appeals on contracts terminated for default by the three 
military Departments. Our report reveals that, during the period 
July 1, 1953, through April 30, 1956, there were 1,209 default termi- 
nations, of which 224 were appealed by contractors. The Board 
rendered decisions on 126 of these appeals, the majority of which 
upheld the action of the contracting officer. 

A report containing statistical data on contracts terminated for 
the convenience of the Government is now being prepared and will 
be transmitted to you about February 15, 1957. 

Sincerely yours, 
JosEPH CAMPBELL, 
Comptroller General of the United States. 
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REPORT ON ACTIONS OF THE ARMED SERVICES BOARD 
OF CONTRACT APPEALS ON CONTRACTS TERMINATED 
FOR DEFAULT BY DEPARTMENTS OF THE ARMY, NAVY, 
AND AIR FORCE 


GENERAL COMMENTS 


In accordance with the request of the Committee on Government 
Operations, the General Accounting Office has obtained statistics on 
contracts terminated for default by the Department of the Army, 
Navy, and Air Force, and default terminations appealed by contrac- 
tors to the Armed Services Board of Contract Appeals (ASBCA). 
This is the second report submitted pursuant to recommendation 17 
in the 10th Intermediate Report of the Committee on Government 
Operations, House Report 1891, 84th Congress, 2d session. Our first 
report covering the use of letter contracts by the three military de- 
partments was submitted to the committee by letter, B-127758; 
125040, dated November 5, 1956. 

The statistical data.contained in this report were summarized, 
without audit, from departmental files and records and from reports 
furnished by the three military Departments. In accordance with 
the understanding reached at the meeting of our respective staffs on 
September 26, 1956, we did not make a review of the events leading 
to any of the terminations included in this report to ascertain if proper 
action had been taken by the contracting officers. The review of 
contract terminations under our permanent contract audit program 
will include a review of departmental and contractor administration 
in connection with default termination actions. 

With respect to the data presented on appeals submitted to the 
ASBCA and the action taken thereon, such data relate only to appeals 
on termination of contracts for default and do not include the greater 
portion of the activities of the ASBCA which concern appeals of con- 
tractors questioning decisions by contracting officers on other dis- 
puted matters. 

[Information on the creation, authority, organization, and procedure 
of the ASBCA and statistics on contracts terminated for default and 
appeals of such terminations are presented in the following sections 
of this report. 


ARMED SERVICES BOARD OF CONTRACT APPEALS 
Creation 

The oe Services Board of Contract Appeals was created effec- 
tive May 1, 1949, as a joint board of the Departments of the Army, 
Navy, pl Air Force, responsible directly to the Secretaries of the 


three Departments, jointly, for the proper performance of the dele- 
gated authority. 
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Authority 
The ASBCA was designated by its charter to— 


act as the authorized representative of the respective Secre- 
taries of the Army, Navy, and Air Force in hearing, consid- 
ering, and determining as fully and finally as might each of 
the Secretaries (a) appeals by contractors from decisions on 
disputed questions by contracting officers or their authorized 
representatives or by other authorities pursuant to the pro- 
visions of armed services contracts requiring the decision of 
appeals by the head of a Department of the armed services 
or his duly authorized representative or board, or pursuant 
to the provisions of any directive whereby the Secretary of 
a Department of the armed services has granted a right of 
appeal not contained in the contract; (b) appeals by armed 
services contractors pursuant to section 13 (c) (1) (i) and 
section 17 (c) of the Contract Settlement Act of 1944. When 
an appeal is taken pursuant to a disputes clause in a contract 
which limits appeals to disputes concerning questions of fact, 
the Board may nevertheless in its discretion hear, consider, 
and decide all questions of law necessary for the complete 
adjudication of the issue. Unless the contract provides 
otherwise, when in the consideration of an appeal it appears 
that a claim for unliquidated damages is involved therein, 
the Board shall, insofar as the evidence permits, make find- 
ings of fact with respect to such claims without expressing 
opinion on questions of liability. 


Organization 


The Board consists of the Army Contract Appeals Panel, the Navy 
Contract Appeals Panel, and the Air Force Contract Appeals Panel. 
A chairman is designated for each panel by the respective Under 
Secretary or Assistant Secretar y, whichever is appropriate. There is 
a president of the Board. The chairman of the Army, Navy, and Air 
Force panels serve as the president of the Board on a yearly rotational 
basis. The president of the Board is responsible for assigning appeals 
to the departmental panels for decision. In general, appeals are 
assigned to the panel of the department whose contract or procurement 
is directly involved. Each of the 3 panels of the Board consists of 
3 or more members. A majority of the members of a panel constitute 
a quorum for the transaction of the business of the panel and the 
decision of a majority of the panel constitutes the decision of the panel 
of the Board, provided that all three panel chairmen signify that in 
their opinion a review by the full Board is not required. If a majority 
of the members of a panel are unable to agree on a decision, or if one 
or more panel chairmen do not waive review by the full Board, deter- 
mination of the appeal is made by a majority of the members of the 


full Board. 
Procedure 

The current rules governing the procedure for handling appeals by 
the ASBCA were approved on June 30, 1955, by the Assistant Secre- 
tary of the Army (Logistics and Research and Development), the 
Assistant Secretary of the Navy (Material), and the Assistant Secre- 
tary of the Air Force (Materiel). 

A summary of the procedure for processing appeals with the target 
time for each step is presented in the following table: 
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1. Receipt of appeal by ASBCA to docketing 











2. Advise appellant of receipt of appeal and furnish with copy of ASBCA 

TIO os usw cs ca mies co rs nese ene S ew ce ck ets cece wo pi 
3. Filing of complaint DY DOOM So sin ticienaue AP DRI RRR ILLES yo 30 
4. Filing of anser by Government counsel---___.-...-----_--.-----.--- 60 
&. Prehearing conferenée 2 Ji 2) 10 Bh ea a Ble 7 
6. Notice of hearing and time “before hearing date... ..- ge US, Lede 25 
Days preuminary to ReSTING 8. 6d cn cece <ntnennenn cde nea 127 
T:,, AINE a ic i a rr nentecnisctiumiednds cause. Tee 2 
8. Preparation of transcript _ sian thigs supa ek 1st ede inna 15 
9. Preparation and filing of brief by appellant to name St haw oe ee ee 30 
10, Preparation and filing of brief by Government________...----.-..._-- 20 
11. Preparation and filing of reply brief by appellant..................-_- 10 
Days for completion of hearing and other argument____________ 77 
12. Preparation of opinion by hearing officer___..........-----.-.-----.. 10 
Te. Cirewiation of Opinitts cose) sco cae scnscl lanes cnceee deen io saad atond ma 15 
14, Stenciling and mimeographing---_--_-___--- os eae ee eee eee a 15 
Days after completion of argument to promulgation of decision.._ 40 
Total_.._. i in te sa ey hl kd Wie we TAU a pts em 244 


The times stated for many of the steps in the above table may be 
extended at the request of either party. For example, the rules for 
steps 3 and 4 in the above table state in part as follows: 


Complaint.—Within 30 days after receipt of notice of 
docketing by the Board of the appeal, or within such longer 
period of time as may be allowed by the Board, the appellant 
shall file with the Board, if not previously filed with the no- 
tice of appeal, a complaint setting forth simple, concise, and 
direct statements of each of his claims showing that he is 
entitled to relief. * * * 

Answer.—Within 60 days after service of the complaint, 
or within such longer period of time as may be allowed by the 
Board, counsel for the Government shall prepare and file 
with the Board an answer thereto. * * * 


SUMMARY OF STATISTICS 


During the period July 1, 1953, through April 30, 1956, the three 
military Departments cubital ‘for default’ 1,209 contracts having 
a‘ total contract price of items terminated (CPIT) of $55,029,812. 
The following table summarizes these terminations by Department 
showing the total number of contracts having a CPIT under $100,000 
and the total number having a CPIT of $100,000 and over. 


| | 
Under $100,000 ca $100,000 and over 





Total 


Number Amount 


“| 
i 





Number iz Amount |S Number . Amount 
7 = aeenke 
r } 
| 








i nc laced des eases netheent 223 | $3, 485, 410 51 | $20, 437, 834 | * 274 | $23,923, 244 
POE sactniit eeuuaoh pena 581 | 8, 685, 718 55 | > 538, 668 | 636 | 24, 224, 386 
WOR cs cedivcswnwnnwneesedass 288 | 2, 360, 473 11 | 4, 521, 709 200 6, 882, 182 

UES cutaduebdedaesion 1, 092 14, 531, 601 117 | 40, 498, 211 1, 209 | | 55, 029)812 
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The data presented for the Army in the above table relate to contracts 
terminated by the seven technical services. Procurement actions 
by these services account for the major portion of Army funds ex- 
pended for materiel. 

A summary of the terminations, by the fiscal year in which the 
contracts were terminated, is presented in appendix A. 

Of the 1,209 terminations included herein, 224 were appealed 
to the ASBCA. The number appealed to each Department and the 
status of such appeals as of September 30, 1956, are shown in the 
following table: 











foul l 
Army Navy | Air Total 
| Force 
ooo —_——— -—-— ee | —_——_— _ —— — 
Decisions rendered: | | 
Appeal sustained --- ae witite iawn 37 | 4 5 46, 
Appeal denied _-_- os 48. ; si 55 | 2 | 12 69 
Appeal dismissed -_-....-.-- } 3 | 6 2 ll 
Total decisions rendered - - - ncaa aces 95 | 12 | 19 126 
PE, ih cttoteemadisicnaaccaneceswnthiusunwnenes we 60 | 17 21 U8 
Tate I as, shies sis Saja iba éis | 224 





“Appeal sustained’’ denotes that the contractor’s appeal was 
upheld and decision of the contracting officer was reversed. Gen- 
erally, in these cases the termination is held to be for the convenience 
of the Government. ‘Appeal denied’’ denotes that the action of the 
contracting officer was upheld. ‘‘Appeal dismissed” denotes dismissal 
for lack of jurisdiction. 

The appeals included in the foregoing table were from contractors 
classified as big business or small business as shown below. These 
classifications are based on information furnished us by the Small 
Business Administration and Small Business Offices of the Depart- 
ments. In those instances in which such agencies could not furnish 
classifications, we searched Moody’s and Poor’s publications. For 
those firms not located in such publications, we have assumed that 
they are small-business firms. These classifications are based on 
information currently available which may not reflect the status of 
the firms at the time the contracts were terminated for default. 




















Army Navy Air Total 
Force 
ed | i enliesepueseumnians neta 9 | 0 1 | 10 
I ek 5g dd bebe ebdetwcnwnbedbscesetbbdocbotuwet | 146 29 | 39 214 
beaten ied adeeietice tontitaditcs na san ks unanee so 155 | 29 





A summary of appeals by the fiscal year in which the contracts 
were terminated and the CPIT involved is presented in appendix B. 
A listing of appeals submitted to each department and the action 
taken thereon by the ASBCA is shown in appendixes C, D, and E 
for the Army, Navy, and Air Force, respectively. 


APPENDIXES 
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LETTER OF TRANSMITTAL 





CoMPTROLLER GENERAL OF THE UNITED STATEs, 
Washington, March 29, 1957 

B-127758 

B-125049 

Hon. Cuetr Ho.uirie tp, 

Chairman, Subcommittee on Military Operations, 
Committee on Government Operations, 
House of Representatives. 


Dear Mr. CuarrMan: Further reference is made to your letter of 
April 27, 1956, concerning the committee’s recommendation contained 
in House Report 1891, and our reports submitted pursuant thereto 
on November 5, 1956, B—127758, 125040, covering the use of letter 
contracts by the three ‘military departments and on January 11, 1957 
B-127758, 125046, covering actions of the Armed Services Board of 
Contract Appeals on contracts terminated for default. 

Enclosed is our report relating to contracts terminated for the 
convenience of the Government by the three military departments. 
Our report summarizes statistics on 12,535 contracts terminated for 
the convenience of the Government and 12,979 settlements effected 
within fiscal years 1954, 1955, and 1956. In addition, we have in- 
cluded listings of significant contract terminations of the Departments 
of the Army and Nav y which had remained unsettled for a period of 
24 months or more at April 30, 1956, the cutoff date used in earlier 
reports to your committee. 

The review and evaluation of letter contracts and contract termina- 
tions, including the procedures followed, as recommended in House 
Report 1891, have been made a permanent part of our defense con- 
tract audit program. We will emphasize this phase in our contract 
examination work during the next year. Reports will be made to the 
committee as significant findings and recommendations are developed 
on the various contracts examined in the field. 

Sincerely yours, 
JosEPH CAMPBELL, 
Comptroller General of the United States. 
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REPORT ON _ STATISTICS RELATING TO CONTRACTS 
TERMINATED FOR THE CONVENIENCE OF THE 
GOVERNMENT BY DEPARTMENTS OF THE ARMY, 
NAVY, AND AIR FORCE WITHIN FISCAL YEARS 1954, 
1955, AND 1956 


In accordance with the request of the Committee on Government 
Operations, the General Accounting Office has obtained statistics on 
advertised and negotiated contracts terminated for the convenience 
of the Government by the Departments of the Army, Navy, and 
Air Force. This is the third report submitted pursuant to recom- 
mendation 17 in the Tenth Intermediate Report of the Committee 
on Government Operations, House Report 1891, 84th Congress, 
2d session. Our first report, covering the use of letter contracts by 
the three military departments, was submitted to the committee 
by letter B-127758; 125040, dated November 5, 1956. Our second 
report, covering actions of the Armed Services Board of Contract 
Appeals on contracts terminated for default by the three military 
departments, was submitted to the committee by letter B—127758; 
125046, dated January 11, 1957. 

The report deals mainly with statistical data which have been 
summarized, without audit or verification, from departmental files 
and records and from reports furnished by the three military depart- 
ments. In accordance with the understanding reached at the meet- 
ing of our respective staffs on September 26, 1956, we did not make a 
review of the events leading to specific contract terminations to 
ascertain if proper action had been taken by contracting officers, or 
other responsible officials, with respect to any terminations sum- 
marized in this report. The review of contract termination practices, 
recently included in our permanent contract audit program, will 
cover departmental and contractor administration in connection 
with military contracts terminated for the convenience of the Gov- 
ernment. 

Data have been summarized in separate sections of this report for 
each of the three military departments. A consolidated summari- 
zation has not been made in view of the incompatability and degree 
of availability of certain related data; however, we do not believe 
such limitations materially detract from the overall significance and 
usefulness of the data presented. 


SUMMARY OF STATISTICS 


Department of the Army 


During the period July 1, 1953, to April 30, 1956, the Department 
of the Army terminated, for the convenience of the Government, 
8,490 fixed-price contracts and 91 cost-plus-a-fixed-fee contracts, 
with totals of contract price of items terminated (CPIT) of 
$1,232,487,120 and $16,817,695, respectively, or a total of 8,581 
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contracts with a total CPIT of $1,249,304,815. All data presented 
relate to convenience terminations of the seven technical services 
of the Army which account for the major procurement actions of the 
Department. The table which follows summarizes, by fiscal year, 
statistics relating to contracts terminated for convenience of the 
Government, settlements, and terminations pending settlement, 
These statistics are set forth in further detail in appendix A, 





























| Fixed-price contracts | Cost-plus-a-fixed- Total contracts 
fee contracts 
| Num- CPIT Num-| CPIT Num- CPIT 
ber | ber | | ber | 

—_—_——_——— Tao afd ay Ee 
Unsettled terminations, July 1, 1953...... 560 |$1, 175,241,122 | 23 |$69, 394,211 583 |$1, 244, 635, 333 
Add terminations: 2 | a es } aoa | > ihe See 
Fiscal year 1954_-- oo .---| 4,808 | 1,094, 231, 417 28 | 6,941,135 | 4,836 | 1, 101, 172, 552 
Wiscal year 1065i.1.... ~~. .--..22 | 1,877 | 87, 425, 602 19} 5,185,053 | 1, 896 92, 610, 655 
July 1, 1955, to Apr. 30, 1956. .- 1, 805 50, 830, 101 44 4,691, 507 | 1, 849 | 55, 521, 608 
Total terminations.............| 8,490 | 1,232, 487, 120 91 | 16, 817, 695 8, 581 | 1, 249, 304, 815 
Deduct settlements (see note | , he 
Fiscal year 1954---- coal 410, 471, 879 15 | 3,429,253 | 4, 262 413, 901, 132 
Fiscal year 1955_--- .--| 2,506 | 360,749,864 | 39 | 75,525,788 | 2,545 | 436, 275, 652 
July 1, 1955, to Apr. 30, 1956...... | 1,922 | 353,369,053 25 | 3,824,478 | 1, 947 357, 193, 531 
Total settlements____.__....._.| 8, 675 | 1,124.590,796 | 79 | $2,779, 519 | 8,754 | 1, 207, 370, 315 
Unsettled terminations, Apr. 30, 1956.....) 375 | 1, 283, 137,446 | 35 | 3,432,387 | 410 | 1, 286, 569, 833 


1 i { 





Note.—Settlements effected do not necessarily relate to terminations of the same fiscal year. Such rela- 
tionships could be established only by reference to individual contract files located in field contracting 
offices. 


Information was not readily available to permit recapitulation of 
statistics between convenience terminations with a CPIT under 
$100,000 and those over $100,000, and classification between big busi- 
ness and small business firms. 

The following comparative data are presented concerning settle- 
ments during the period July 1, 1953, to April 30, 1946, of fixed-price 
contracts terminated for the convenience of the Government. 


Net amount 


Number | CPIT of settle- 
ment ! 
Basis of settlement: 
No cost 2 ae } 6,701 | $178, 401, 688 
Other _-- A ae" ee 2, 053 1, 028, 968, 627 115, 106, 016 
Total_ ; Beh naps ‘ = i 8,754 | 1, 207,370,315 | 115, 106, 015 


1 The amount which the contractor is to receive as a result of the termination, less credits for the retention 
or other disposal of termination inventory. 
2 No costs incurred by the contractor in respect to the terminated portion of the contract, or the con- 


teactor was willing to waive the costs incurred by it, and no amounts were due to the Government under 
the contract. 


The following table presents the aging of convenience terminations 
pending settlement at April 30, 1956. 
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} 
| Fixed-price contracts Cost-plus-a-fixed-fee 
: contracts 
Age of terminations 
| Number CPIT Number CPIT 
eae 06 eb cs cnetsacsescyetecbcspswcebiscbSdicjaee | 59 $640, 651, 085 |.......... seesthennanenniiiiiinilii 
PT 20 CREME, . . 5. naciuauteeitecedumuls 62 610, 660, 556 | 3 | $137, 971 
7through 12 months...............2....-.-----.---. 71 8, 943, 092 9 | 1, 507, 699 
PeerOtigh: © MONEE. 5. on sca sncinsnnendecoer-tpences 47 7, 426, 836 9 1, 139, 157 
aera 8 MGRGNB SS oo le ce shee ccc ce cecboteesuba ast 136 15, 455, 877 14 647, 560 
Total....- 5 do scapeeabecee comet 375 | 1, 283, 137, 446 35 3, 432, 387 





In accordance with the terms of the standard termination clauses 
provided by section VIII of the Armed Services Procurement Regu- 
lations (ASPR), a contractor is allowed a period of 2 years from the 
effective date of a contract termination in which to submit a settle- 
ment proposal. However, such a 2-year period may be extended by 
the contracting officer upon request of the contractor. In view of 
the allowable period of 2 years for submission of settlement proposals, 
we obtained a limited amount of data relating only to those Army 
contract terminations which had remained unsettled for over 24 
months at April 30, 1956. 

Through a review of reports made by the 7 technical services to the 
Deputy Chief of Staff for Logistics, Department of the Army, we 
identified 15 of the fixed-price contracts terminated for the conven- 
ience of the Government which had remained unsettled for over 24 
months at April 30, 1956. These contracts, for which the CPIT of 
$572,012,908 comprised approximately 90 percent of the total CPIT 
of the terminations remaining unsettled over 24 months, are listed in 
appendix B. Twelve of these contracts, with a CPIT of $403 492,878, 
still remained unsettled at December 31, 1956, and at that date had 
been in the process of settlement for periods ranging from 36 to 58 
months. 

The reports which we reviewed generally attributed lengthy delays 
in settlement to the following factors: 

i. Complexity of subcontractor structure.—It appears that when nu- 
merous subcontractors pre involved, termination settlements extend 
over lengthy periods of time. Since a prime contractor has responsi- 
bility for effecting settlements with subcontractors, the final settlement 
with the prime contractor generally is not completed until subcon- 
tractors’ claims have been settled. As an example, we noted 1 termi- 
nation with a CPIT of approximately $150 million, and involving 
252 subcontractors, which was not settled until 42 months after the 
date of termination. 

. Determination and disposition of 4 
are encountered in the determination of which j inventories are a pli- 
cable to terminated production where the same items are or will be 
used in other production. Also the negotiations surrounding the 
retention or disposition of termination inventories are often lengthy. 

3. Other complexities —When price redetermination and termination 
actions occur concurrently, settlement periods are generally lengthy, 
especially when appeals are made to the Armed Services Board of 
Contract Appeals (ASBCA) on disputed matters. Settlements also 
appear to become prolonged when only partial terminations are made 
and difficulties are encountered in segregating costs of terminated 
portions of a contract from continued portions. 
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Department of the Navy 


The statistics presented herein on contracts terminated for the 
convenience of the Government by the Department of the Navy have 
been summarized from monthly reports submitted by the bureaus 
covering the total number of contracts terminated and the total 
contract price of items terminated (CPIT), and from special reports 
furnished by the bureaus at our request, which contained a listing of 
all terminated contracts having a CPIT of $100,000 or more. 

We found that the total number of contracts and the CPIT amounts 
on some monthly reports did not agree with the number of contracts 
and the CPIT amounts shown in the listings as having been terminated 
during the months involved. The figures for the months in disagree- 
ment were reconciled with records maintained by the bureaus to the 
extent necessary to prove the accuracy of the listings. We were 
unable to verify the total number of contracts having a CPIT under 
$100,000 which were included in the monthly reports furnished by the 
bureaus. However, we believe that the statistics furnished herein 
reasonably approximate the total number of contracts terminated 
for the convenience of the Government during the period shown. 

During the period January 1, 1954, through April 30, 1956, the 
Department of the Navy terminated, for the convenience of the 
Government, 2,060 contracts having a total CPIT of $1,297,745,656. 
The following table summarizes these terminations, the settlements 
during the same period, and the number of unsettled terminations 
as of April 30, 1956. 


Number | CPIT 

















(in millions) 
aig = hday Sicacisepetectmiaadiiniememeit ~_ 7 al. 
Unsettled terminations, Jan. 1, 1954.......-..- - iinaieeuentes 920 $1, 855.0 
Add terminations: } | 
Jan. 1 to June 30, 1954-_- ese eiais 5 ieee ‘ i 7 436 495.2 
July 1, 1954, to June 30, 1955 sem Sdiieieati = aoe | 809 613.9 
ee | ee ts een sg 815 188. 6 
Total terminations. - --- jullie ‘ Saad bad Sten hibepe sgt adea al 2, 060 1, 297.7 
Deduct settlements: 
Jan. 1 to June 30, 1954-_-_- a a 7” Ss 422 | 278.2 
July 1, 1954, to June 30, 1955- ere oe canoe aioe ne aig 773 7.8 
July 1, 1955, to Apr. 30, 1956-- ats 79 513.7 
Total settlements_..._.-.-- Sie Elie ele a 2, 174 | 1, 379.7 
—=_== ————_E———SSSS 
Revisions in CPIT from Jan. 1, 1954, to Apr. 30, 1956, met increase. _.........}....-.-.-- * 52.0 
Wamctied terenioetions: Are. OG; 10k os eienida cdc ceed aeiekn§ dda dstumsdecs 806 1, 825.0 








A summary of the terminations by type of contract with CPIT 
under $100,000 and those with CPIT of $100,000 and over is shown 
in the table which follows. These statistics are further detailed by 
fiscal year and bureau in appendix C. 
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CPIT 
Total 





Type of contract Under $100,000 | $100,000 and over 








sensenitataheateiedid | eeesareeenates ieee eels 
Number | Amount Number Amount Number | Amount 


| 











Fixed-price _ - 1,515 | $75, 263, 201 210 | $477, 161, 311 1,725 | $552, 424, 512 
OPFF..-. aaah > 199 6, 687, 588 90 96, 361, 685 289 103, 049, 273 
SE «Sth ancchapnexus itbeecd | 5 153, 000 41 | 642,118, 871 46 642, 271, 871 


ss emncreniencenis silts srt Sittin lhe tieipcensaamdi deat ts Matias cRneeene 
Total | 1,719 82,103,789 341 Hs 215, 641, 867 | 2,060 | 1, 297, 745, 656 


Of the 341 terminations with CPIT of $100,000 and over shown 
above, 288 were with big business firms and 53 were with small busi- 
ness firms. Settlement data on these 341 terminations are shown in 


the following table. 
SETTLED TERMINATIONS 


No cost settlements Cost settlements | Total 























| 
Type of contract | ane mad Es ae ae [< 
| Num- | CPIT Num- | CPIT Amount of | Num- CPIT 
| ber | | ber | settlement ber | 
| | | 
Fixed-price...._.__-- | 61 | gez,231,741} 41 | $116,740, 758 $8,754,796| 102 | $203, 972, 499 
CPFF.. oa 26 | 10, 453, 394 32 | 46,093,045 1 42, 562 | 58 | 56, 546, 439 
Letter... atecwnl 12} 115,977, 782 4 105, 154 088 | 7, 397, 555 16 | 221, 131, 870 
Total..........| 99 | 213, 662, 917 77 | 267, 987, 891 | 1 16, 194, 913 | 176 | 481, 650, 808 





UNSETTLED TERMINATIONS 





settlements 
Type of contract 


| Anticipated no cost Anticipated cost settlements 4 Total 
shir | | 
| Num-| COPIT Num-| CPIT 
| 











Estimate of | Num- CPIT 
ber | |} ber | claim ber 
Fixed-price__.-_- so) 4) $4,837, 107 104 | $268, 351, 705 ee $55, 788, 813 108 $273, 188, 812 
CPFF.. ont 4 1, 142, 841 28 | 38, 672,405 | 2 896, 193 32 | 39, 815, 246 
Letter.....- La dkand 2] 29, 293, 328 23 | 391, 693, 673 | 47, 307, 572 | 25 420, 987, 001 
Total 10 35, 273, 276 | 155 | 698, 717, 783 a 103, 992, 578 | 165 733, 991, 059 


a8 on | 





1 Settlement data on 30 terminations with CPIT of $44,794,498 were not readily available. 
2 Estimate of claims on 23 terminations with C PIT of $31,721,093 was not readily available. 


Data were not readily available to present statistics on the aging for 
all the 806 terminations unsettled at April 30, 1956. However, from 
3 bureaus we were able to obtain such data on 76 terminations re- 
maining unsettled for over 24 months at April 30, 1956, and having a 
CPIT of $1 million or more. A listing of these terminations, showing 
the action taken subsequent to April 30, 1956, and their status at 
December 31, 1956, is presented in appendix D. These 76 termina- 
tions, having a total CPIT of $886,738,039 and accounting for approxi- 
mately 49 percent of the total CPIT of all terminations unsettled at 
a 30, 1956, are summarized by age groupings in the following 
table: 
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Nee is 


Fixed-price contracts CPFF contracts 
Age of terminations 





Number CPIT Number CPIT 











48 meet and Oe! ii... Solan ee Ak 7 | $44, 757, 408 3 $34, 385, 374 
36 to 48 months........- it  iliviabitipaistciindlsiaenisiditiniiedsiaadadal 19 Fi IE A ncn connneitssindee 
I I eal 45 | 570, 259, 082 2 3, 895, 234 

| ea eee ee 71 | 848, 457, 431 5 38, 280, 608 





At December 31, 1956, 56 of these terminations, with a CPIT of 
$719,585,343, still remained unsettled and at that date had been in 
process of settlement for periods ranging from 33 to 63 months. 

In connection with the aging of unsettled terminations, reference is 
again made to the fact that the contractor is allowed a period of 2 
years in which to submit his proposal for settlement, and this period 
may be extended from time to time by the contracting officer. See 
pages 5 and 6 citing conditions which also apply generally in con- 
tributing to delays in settlement of Navy terminations. Delays may 
also be quite prolonged when the proposed settlement results in a 
dispute between the contractor and the contracting officer and 
requires consideration by the ASBCA or the courts. 


Department of the Air Force 


The information in this section of the report has been compiled 
from two sources. One source was a monthly letter report on/the 
status of contract terminations for the convenience of the Govern- 
ment submitted by the Air Materiel Command (AMC) to Head- 
quarters, USAF. These letter reports include the totals for termina- 
tions, settlements, and revision in the contract price of items termi- 
nated (CPIT) for the month and the aging of contracts terminated 
but unsettled as of the end of the month. The other source was an 
AMC monthly machine listing of termination cases closed which 
shows pertinent information for each individual contract terminated 
including the type of contract, date of termination, and CPIT amount. 
Copies of these monthly machine listings for the period January 1, 
1954, through June 30, 1956, were furnished to the committee staff on 
October 2, 1956. 

Information obtained from the above two sources did not agree in 
certain respects as indicated later in the report. We wish to emphasize 
that this office made no audit of the information presented in this 
section of the report. In fact, in order to understand the information 
presented in the machine listings, a docket file was reviewed and 
the information contained therein was compared with the listing. 
This limited review, together with the work in connection with the 
grouping of the terminations by type of contract and CPIT amount, 
disclosed many omissions and errors in this basic source information. 
However, we feel that the statistics contained herein fairly represent 
the relationship between the number of terminations with a CPIT 
of over and under $100,000 and the types of terminations and contracts 
involved. 

The following table summarizes, by 6-month periods, the termina- 
tions and settlements from January 1, 1954, through June 30, 1956, as 
contained in the AMC letter reports. 
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Terminations Settlements 
| 
Period Ps ee maa 

| Number CPIT Number | CPIT Amount of 

| settlement 
January to June 1954___._.......---- 494 $470, 791, 179 519 | $644, 354,254 | $115, 988, 427 
July to December 1954_...........--- | 262 | 56, 572, 255 403 | 691, 982, 423 208, 507, 648 
January to June 1955__......_- pana a 171, 548, 041 356 548, 388, 197 73, 104, 617 
July to December 1955.........-.----| 44, 897, 547 390 | 613, 800, 054 68, 098, 060 
January to June 1956_...-.-.-..----- 302 es 180, 974, 376 383 | 229,995,643 | 33, 455, 017 

i adc eee 1, 894 924, 783, 398 2, 051 | 2, 728, 520, 571 499, 153, 769 


| 


The termination cases unsettled at the beginning and end of this 
period and the summary of activity for the period follow. 








Number CPIT 
TAO COPETGROIND, SUE. Uh MUN i< 5c ncnnie mainnemenacavoaivadamumarmind maa 527 $1, 823, 124, 904 
Terminations, Jan. 1, 1954, through June 30, 1956___- iss oe 1, 894 924, 783, 398 
Revisions in CPIT, Jan. 1, 1954, through June 30, ae |---------- 398, 245, 245 
etl. 0..<0dk ioe pnesmetial eed) sol eee | 2,421 | 3,146, 153, 547 


Settlements, “Jan. 1, 1954, through | ee | 2, 051 2, 728, 520, 571 


370 | 417, 632, 976 





Unsettled terminations, June 30, 1956... .. 22.2222. cn ceeeencccceetscccse 





The age and related CPIT of the unsettled terminations at June 30, 
1956, are shown in the following table: 


Number CPIT 








ne 


$40, 425, 194 
32 | 111, 803, 248 
67 | 66,438, 273 

259 | 198, 966, 261 


POR conn nnncdadnseyoreSbaer sans aatesneen sac Mene one ten ehae ee 370 | 417, 632, 976 


T0094 THORENS... ccc. co ccsinch oe align 
et ee EEE titan iicmnnnenonnges® 
weer 6 meee... . 2.4 eis 





The unsettled terminations over 24 months old shown above are 
not necessarily in a delinquent status as the contractor has, by the 
terms of the standard termination clause, 2 years from the effective 
date of the termination in which to submit his settlement proposal. 
This period may be extended from time to time by the contracting 
officer. (See p. 67.) 

Seven of the 12 unsettled terminations over 24 months old were in 
an inactive status according to the reports furnished by AMC. Gen- 
erally, terminations in this status are those over which AMC has no 
control in arriving at a settlement because of legal actions in civil 
courts or appeals before the Armed Services Board of Contract 
Appeals. Four of the remaining 5 terminations over 24 months old 
account for a CPIT of $34,345,249. Claims submitted for these 4 
amounted to $1,923,156, and in only 1 case was the claim over a 
vear old as of June 30, 1956. 

The following table summarizes the number and related CPIT of 
the convenience terminations by type of contract for the period Janu- 
ary 1, 1954, through June 30, 1956. 
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as 


| Cost price of 





Type of contract Number item ter- 
| minated 
Fixed price spnunnanaseaneublopecenn ei ghTkaaseaeros 1, 365 | $1, 160, 186, 428 


Cost plus a fixed fee. 


waa —pbttivehanstikectnassigns 384 | 86, 758, 048 
Cost reimbursement (facilities) - -~. 


Og AE DAE OE CTE 52 69, 612, 471 


Cost reimbursement—other (primarily universities and nonprofit org: anizations) | 13 | 5, 691, 976 
Letter contracts_._-... 4 ; tins Batis coment 32 36, 256, 972 
Call-type contracts. _----- ibis mste ris cA nig eh ait ons RRR A Solita eps 13 | 206, 410 
Time and material __-..-.--- om digidhieheonaulaibainiadlt Ghiieaders es are 1 4, 650 
IE ORO 6 iit. dint cninanddicntens sy diliath dbmbaginindwcwh Abie ee “ ne BR lantisiaedihenc cee 

ie chia xn cwencnsmatienn sane seguenineappnianand wistramineeremmenewel | 1,861 1 358, 716, 955 





The recapitulation of these terminations, by 6-month periods, 
segregated between those with a cost price of item terminated of 
under $100,000 and those with a cost price of item terminated of 
$100,000 and over, is included as appendix E of this report. 

It will be noted that the total number of terminations and related 
cost price of item terminated presented in the above table does not 
agree with the information obtained from the monthly letter reports. 
No attempt was made to reconcile these differences. The cost price 
of item terminated shown in the above table represents the latest 
revised amount at the time of settlement, whereas the amount 
presented earlier in this section represented the best estimate at the 
time of termination. However, the above amount for cost price of 
item terminated is understated to a certain extent as the cost price of 
item terminated amount was not shown for many of the contracts in 
the machine listings used to compile and summarize this information. 

To obtain an indication of the number of terminations that were 
settled for no cost compared to those having a settlement cost to the 
Government, a recapitulation was made of the 751 contracts 
terminated in 1955 as shown by these machine listings. This analysis 
is summarized in the following table showing cost and no-cost termi- 
nations segregated between partial and complete terminations and 
type of contract involved. 





Settlements Unsettled| 
ee ef ONS, | TOE 

| | 1955 | 

Cost | Nocost | | 
Partial terminations: | | . 
Fixed-price --- bas .| 141 | 163 | 53 | 7 
CPFF..... 102 | 41 | 11 | 154 
All other_-.---- oe 2 | 6 8 
Subtotal......._._-- 245 | 210 | 64 | 519 
Complete terminations: ; 
Fixed-price _-- erieas chal 103 | 39 | 15 | 157 
CPFF... . 40 | 4 | 4 | 48 
All other . 15 | 9 | 3 | 27 
Subtotal. .__-- 158 | sa} 2 232 


Total ; 403 i ~ 262 pe "86 | ¢ 751 
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Chemical Corps 
Quartermaster Corps 
Medical Service 
Transportation Corps 


Total 


COST-PLUS-A-FIXED-PEE CONTRACTS: 


Ordnance Corps 
Corps of 

Signal Corps 
Chemical Corps 
Quartermaster Corps 
Medical Service 
Transportation Corps 


Total 


TOTAL CONTRACTS: 


Ordnance Corps 

Corps of Engineers 
Signal Corps 
Chemical Corps 
Quartermaster Corps 
Medical Service 
Transportation Corps 


Total 


Contract price of items terminated. 


Unsettled 
ale 


Terminations 


pisces year ee 


No. 


319 Mevpeises 2 358 $ 930,978 3S 
139 ry 1,36 18,3 O90 
Ti ous "836 137, Tee ot : 
lu *423 §1 
2 2 *067, 539 27 . 38° 5 
5 377,253 aa 1,688,776 
13 166,547 6 1,036,396 


36 $1,175,241,122 4,808 $1,094, 231,517 


I 3 2,641, 668 13 $ 6,517,442 
62,258,493 - o 
7 2,082, 37 - * 
2 1,596, 766 15 423,693 
1 3,582 = - 
«tik iti itl : 
23 $69,394,211 28 $ __ 6,942,135 


326 $1,105,995,511 1, 1-322 $ 93] 373° 756 


% 112, 705,856 —* 
Tee "836 usr Rae oT ; 

56 
- $1,234, 635,333 4,836 $1,101,172,552 


APPENDIX A 


SUMMARY, 
or 
DEPARTMENT OF THE ARMY 
CONTRACTS TERMINATED POR THE CONVENIENCE OF THE GOVERNMENT 

AXD 

RELA TA 

POR THE P TO APRIL 
Unsettled 
Settlements, Cenene Eee Terminations, Settlements, 


fiscal year re 
No, 


1,04% $325,203,297 


2,398 18,262,854 
728 61,422,916 
33 1,984,661 
16 1,770,88 
ll 625,17 
17 1,202,088 


4247 $410,571, 879 


1l $ 2,829,408 


—2S $_3,529.253 
1,055 $328,032, 70 
398 18, Seo fe 2 
728 61,422,916 

37 2; 584° 506 

16 1,770, 88 

11 625,17 
__13] _1,202.088 
4,262 $413,901,132 


June 30, Ht 
RO. 


641 $1,709,128, 860 
229 





50,563,599 
179 92,813,986 
19 2,837,575 
13 2,214,931 

38 1,440,855 

2 

1,121 $1,859,000, 660 
2 $ 6,329, 702 
62,25 2498 

7 2,082, 37 

13 1,320,615 

1 3,582 
ee 815,328 
mt $_ 12,906,093 
650 $1,715, 458,562 
2 112,818,092 

1 ; 896, 360 
32 4,258,188 
14 2,218,513 

38 1,440,855 
amit amg 


1,157 $1,931,906,753 


fiscal year an 
No. 





346 $72,380,432 
1,035 
4A5 


14 949, 829 
26 
7 
3 





L877 


8 $ 4,542,609 


2 383,929 
8 226,461 
__1 ___ 32,058 


mat? $5,185,053 


354 $76, 923,041 
1,035 5,537,461 
447 = 7,657,094 
22 1,176,290 
26 547,458 

7T 723,865 

5 45, 446 


1,896 $92,610,655 


fiscal year ee 
No. 


1, 


2,506 





738 $295, 583,270 

1 5,831 3. 326 
505 3 

el 1, +893.90 sat 
22 

34 i 1643, 652 
6 14 1287 


> 360,749,864 


15 $ 9,781,212 
62,254,493 
6 2,105, 
13 1,380,814 
1 35 
ax 32 $152325,188 
753 $30 $305, 364, 482 
1,18 88.085, 629 »819 
a 36,67 
2,874, 72 
3 1,618,271 
3 1,083, 652 
-—-- ~ 22 247 
2,545 $436,275,652 





DIX A 





OP THE ARMY 
GONVENIENCE OF THE GOVERNMENT 


2 DATA 


TO APRIL 30, 1956 


Unsettled Terminations, Settlements, Unsettled 
Terminations, Settlements, terminations, J 5 t 1955 terminations, 
fiscal year 19 fiscal year 1955 June 30, 1955 : oO, 19 to A 1 % 6 April 3, 1956 


346 $72,380,432 


4 
a) 
@ 
o 
~™ 
‘oO 
* 











T 5,58 4&9 162 $1,220,587, 373 

1,035 5,537,461 1,180 25,8 BS 66 14, 328,16 
445 = 7, 273,165 505 34,5 119 1? 38,025,68 
14 949, 829 21 1,4 12 2,293, 496 80 8,073,608 

26 547,458 22 1,6 ! 1,147,700 17 1,589,083 

7 723,865 34 1,6 1] 521,068 10 4&1, OBE 

4 13, 392 6 - - 3 91, 54€ 
a ee Sn | ee = aa waioaaasall 2 








8B $ 4,542,609 i5 $ 9, 23 1,091,099 20 $ 1,737,809 12 $ 2,040,970 10 $ 7E7 
- - ~ 62, - - - - - - ~ 
2 383,929 6 2, 3 360,616 11 1,656, 684 ‘ 346, 318 1 1,670,982 
a 226, 461 13 l, a 266, 261 Ll 837,176 ? 164,370 2 38, 4 
a o l ‘ “ i 38, 500 - a 1 38,50 
ciel. cavemen : atest Z 947,382 _ 1 525,338 5 _1,272,720 _- snail cc 
’ Rk 052 29 $ 75.52 TAL 16 ¢ 565 26 5 4501 " = 4 &7R Ie 2.43220 iRT 
wet? $5,195,053 __39 $75,525,788 _16 5 2,565,358 MM $ 3,691,507 25 $3,824,578 35 $3 N2,3 
354% $76,923,041 53 $305,364,482 < $1, l $33,623, 2¢ n 
1,035 5,537,461 1,184 88,085,819 i 0 1,1 ,708,736 1,137 03 
447 = =—7,657,094 11 36,674,460 1 é 3 7,416,187 526 16 
22 1,176,290 34 2,874,721 = ?,039, 37 4 56 
26 547,458 23 1,618,271 7 1 1,165,451 16 8 
7 723,865 34 1,683,652 L 38 2 32 
oe: __14,247 __._§ 22 S : 
2,896 $92,610,655 2,545 $436,275,652 508 $1,568,251, 756 1,849 $25,521,008 1,287 $357,193.53) $10 $1,266,569,535 
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lountract price of items teruinated, 


ease 


Contract 
No. 


FIXED PRICE: 

poate faacensiewys 
NOa(s )51-513(4 yl 
NOa(s)51-513(5)1yI 
NOa(s)51-1122(1) 
NOa(s )53-34a(1) 
NObsr 52265 
NOa (8 )53-395(1)L/I 
NOa (s )52-334(6)L/I 
NOa (s)52-334(2)L/1I 


NOa (s )52-334(4)L/I 


NOa(s)51-088(6) 


NOa(s)51-1039(1)LyI° 


NObsr 52-264 


NOa(s)10825(3) 


Noats eat 
NOa(s )10385 
NOa(s)0435(4 





° 
L/I 


NOa(s)52-048(6)L, I 
tons ectirs 


NOa(s )52-1171(2)L/1 
NOa(s )51-235(1) 


COST TYPE: 

~~ woats)10198(1) 
NOa (s )7982(1) 
NObs 2916 
NOa(s)9462(1) 
NOa(s)51-513 


Contractor 
Sperry Rand Corp. 
do 


do 
Texas Instruments 
do 


Trumbull Electric 
United Aircraft, 
Hamilton Standard 


United Aircraft, 
Hamilton Standard 

United Aircraft, 
Hamilton Standard 


United Aircraft, 
Hamilton Standard 


United Aircraft, 
Pratt & Whitney 


United Aircraft, 
Sikorsky 
Vickers Electiic 


Westinghouce Electric Co. 


do 
do 
do 
do 
do 


do 
do 


General Motors-Allison 
Grumman Aircraft Corp. 
Moore Dry Dock Co. 
Raytheon Mfg. Co. 
Sperry Gyroscope 


lcontract price of items terminated. 


Plant 
location 


Jreat Neck, N.Y. 
do 
do 
Dallas, Tex. 
do 
Norwood, Ohio 


Windsor Locks, Conn. 


do 


do 
do 
Bast Hartford, Conn. 


Bridgeport, Conn. 
St. Louis, Mo. 


eon Pa. 

Kansas City, Mo. 

Essington, Pa. 
do 


Kansas City, Mo. 
Essington, Pa. 


— City, Mo. 
Essington, Pa. 
Baltimore, Md. 
Essington, Pa. 
Baltimore, Md. 


Dayton, Ohio 


Bethpage, Long Island, 
N.Y. 


Oakland, Calif. 
Boston, Mass. 


Long Island, N.Y. 


Date 
or 
award 
Jan. 1951 
Jan. 1951 
Jan. 1951 
Jan. 1952 
Dec. 1952 
Feb. 1951 
Oct. 1952 
Oct. 1951 
Oct. 1951 
Oct. 1951 
Aug. 1950 
June 1951 
Fed. 1951 
Dec. 1949 
May 1948 
Mar. 1949 
July 1951 
June 1952 
June 1952 
Nov. 1950 


Apr. 22, 
1946 


Jan. 16, 


Items terminated 















Radar, equipment, supp 
Missiles 


Supplies 
Sonar sets 
Detesting sets 
glectronics 


Propeller assemblies 


Propellers 
Propeller assemblies 


do 


Helicopters 
Sonar sets 


Turbojet engines 

Engines 

Turbo jet engines 
do 


do 
Electronic equipment 
Turbojet engines 
Electronic equipment 


Propellers 


Supplies 
LSD’ s 


Test equipment 





Date 
or 
award 
Jan. 1951 
Jan. 1951 
Jan. 1951 
Jan. 1952 
Dec. 1952 
Feb. 1951 
Oct. 1952 
Oct. 1951 
Oct. 1951 
Oct. 1951 
Aug. 1950 
June 1951 
Ped. 195i 
Dec. 1949 
May i948 
Mar. 1949 
July 1951 
June 1952 
dune 1952 
Nov. 1950 


APPENDIX D 


DEPARTMENT OF THE NAVY 


COMTRACTS TERMINATED FOR THE CONVENIENCE OF THE GOVERNMENT (continued) 


(cet™ oF $1,000,000 OR MORE) 


REMAINING UNSETTLED POR 24 MONTHS OR MORE AT APRIL 30, 1950 

Termination Contract 

Items terminated date amount 
Redar, equipment, supplies 12-18-53 $3 10,878,889.00 
Missiles 9-21-51 3,V20,542.00 
Supplies 1-22-52 12,080, 334.00 
Sonar sets ll- 8-53 0, 532,047.00 
Detesting sets 12-10-53 0, 269,000.00 
Electronics 8-13-52 i, 643,039.00 
Propeller assemblies 8-18-53 52,927,275.00 
Propellers 8-18-53 33, 978,430.00 
Propeller assemblies 12-10-52 31, 833,014.00 
do 6-17-53 32,004,570.00 
Exgines 12-10-52 130, 508,023.00 
Helicopters ll- 3-52 5,075,400.00 
Sonar sets 3-31-54 4, 909,944.00 
Turbo jet engines 1-26-54 217, 734,030.00 
Engines 4- 0-51 43,502,617. 
Turbo jet engines 5-26-53 12,834, v0U0.u0 
do 9- 3-53 21/, (03,582.00 
do 9-30-53 217, 793, 382.00 
Electronic equipment 5-22-53 111,078,075.00 
Turbojet engines 9- 1-53 12,077 ,433.w 
Electronic equipment y-15-52 2, 440,510.00 
Propellers 12-18-53 1,330,537 .22 
Supplies ll- 9-51 11,052, 784.00 
LSD‘'s 2-27-52 24,107, 393.v0 
Equipment 6-29-51 2,099, 800.00 
Test equipment 2-19-54 35,797 , 378.00 


cPIT 
$ 10,878,889.00 
3,026, 542.00 
12,080, 334.00 
1,450,120.00 
1,540,084.00 
1,767, 298.00 


0, 402,948.00 


4,931,429.00 
1, 900,278.00 


i , 840,870.00 


11,211, 30.00 


Ne 
uv 
Ww 
wwe 


33, 787 ,0VC .00 
1,334, ~0.V00 
1,117,512.00 


$ 1,395,234.00 
9, 103,116.00 

24 154,113.00 
1,128,145.00 
2,500, 000.00 

$_38, 280, 608 .00 


Date of 
filing of 
Contractor's Amount 
Settlement of 
Proposal clain 
9- -56 $ 9,745,021 
2- -50 26, #2 
3- -56 9,820 
4- -50 216,080 
7- -55 28, 908 
4- -54 69, 332 
6- -56 663,097 
7- -56 775,1C2 
ll- -56 496,468 
200 , 0009 
(Est.) 
27,757 
l- -55 107,851 
3-  -5e 356,165 
l2- -55 1,550,818 
(Partial) 
oc 50 12,819, 383 
l 0 610,98) 
8,055 
15,568 


Page 2 


Current comments 


Preliminary negotiations complete. 

In negotiation, umable to agree on set- 
tlement. 

In negotiation, unable to agree on set-- 
tlement. 

Diversion of inventory to otner con- 
tracts. 

Diversion of itnventory 
tracts. 

1950. 


Settled July 23, 
Claim exceeds redetermined price. In ne- 
gotiation. 


to otner con- 


Settled August 1950. 


Settlement scheduled for Review Board 
February 1957. 


Pinal claim mot received until Nov. 235, 
1950. 

Settlement agreement sent to contractor 

January 1957. 


Settled May 1950. 


Contractor reluctant to sign no-cost set- 
tlement until redetermination is com 
plete. 


Settled November 1)5. 
Settled June 1950. 
Settled May 1950. 


Disposition of inventory not complete 
do 

Subcontracts not settied. 

settlesaent agreement sent to contractecr 


Settled June lyS. 


No.2 


Face p. 


Question as to entitlement of fee. 
Dispute as to allowed costs. 


Settled June 1950. 


Complete information not received. 


Contract 
No. 
FIXED PRICE: 
2710 
NObsr 57115 
NOrd 12350 
cel 51- MELE ivi 
NO a 42 
NObsr 524 
h0a(s 52-83 3 1)L/I 
KOa(s)52-53 2)L/1 
NOa(s 52-752 1 
NOrd 13950 
NOa(s )52-631(4 
Oa(s)51-138(1 
NOa(s )51-631(2 
NOa(s )51-631(3 
NOa 851-0 1 
NOa(s )}52-461(1)L/I 
Oa s)51-966(1)L/I 
NOa(s)51-966(2)L/I 
Oa ls )52-263(5)L/1 
NOa(s)52-289(3 
Koals 52-289(4 
NOa(s)52-424(1)L/I 
NOa(s an 
NOa(s)52-472(1)L/1 
Noa(s 52- 658 1 L/I 
NOa(s )52-544(1)L/1 
NOa(s )52-632(1 
NOa(s )53-397(1)L/I 
hOrd 11070 


NOber 52020 
NOa(s)51-657(1)L/I 
NOa(s) 54-203 
NOa(s)51-639(2)L/I 
NOa(s )51-506(3)L/I 
Woats)52-h86 iwi 
NOa(s)54-204 

nee ee 2) 
vals) 1-1201(2) 
LObsr 52328 
NOa (8 )51-648(1) 
NOa(s )52-987(3)L/I 
NOa (s )52-987(1)L/I 


NOa (s )52-987(2)L/I 


NOvbsr 52248 
NObsr 52234 

10a (s)51-1207(1) 
NOa(s )52-218(2) 


NObsr 52-509 
NObs 5577 


NOa(s)51-430(1)L/1 


Contractor 


Admiral Cospesation 
American Bosch Arma 


Capehart-—PFarnsworth 

Chrysler Corporation 

Collins Radio 

Consolidated Vultee 
da 


) 
Dalmo Victor Co. 
Daystrom Electric Corp. 


Douglas Aircraft Corp. 
do 


do 
do 
do 
Emerson Electric 
Pord Motor Co. 
do 
The Garrett Corporation 
do 
do 


do 
General Electric Corp. 
do 


SEEEE 


§ 


Goodyear Aircraft 

Gray Mamufecturing Co. 
(note 2) 

Grumman Aircraft Co. 


Hazeltine Electronics 
do 


Loral Electronics Corp. 
(note 2) 


Magnavox Co. 
McDonnell Aircraft Co. 
National Company, Inc. 
Piasicki Helicopter 
do 
do 
do 
Radio Corporation of 
America 
Radio Receptor 
Raytheon Manufacturing 
Co. 
Robertson-Pul ton 


Sangamo Electric Co. 
Smiths Basin & Drydock 


Sperry Ranc Corp. 


lcontract price of items terminated. 


2contractor classified as small business. 
All others are big business firms. 


Plant 
location 


Chicago, Dl. 
do 
Minneola, N.Y. 


Pt. Wayne, Ind. 

San Leandro, Calif. 

Cedar Rapids, Iowa 

San Diego, Calif. 
do 

San Carlos, Calif. 

Poughkeepsie, N.Y. 


El Segundo, Calif. 
do 


do 

do 

do 
St. Louis, Mo. 
Detroit, Mich. 


do 
Los Angeles, Calif. 


do 
do 


do 
Schenectady, N.Y. 
do 


do 
Lynn, Mass. 
Utica, N.Y. 


Schenectady, N.Y. 
do 

Syracuse, N.Y. 

Akron, Ohio 

Hartford, Conn. 

— 

W.Y. 

Little Neck, N.Y. 

do 


New York, N.Y. 
Pt. Wayne, Ind. 
St. Louis, Mo. 
Malden, Mass. 
Morton, Pa. 

do 

do 


do 


Camden, H.J. 
Brooklyn, N.Y. 


Waltham, Mass. 
Youngwood, Pa. 


Springfield, Ill. 
Pt. Lauderdale, Fla. 


Great Neck, N.Y. 


Long Island, 


Date 
of 
award 
July 1951 
Dec. 1951 
Jan. 1952 
May 1951 
Nov. 1951 
June 1952 
Peb. 1952 
Feb. 1952 
Jan. 1952 
Apr. 1953 
Aug. 1950 
Aug. 1950 
Ped. 1951 
Fed. 1951 
Feb. 1951 
Jan. 1952 
Mar. 1951 
Mar. 1951 
Oct. 1951 
Oct. 1951 
Oct. 1951 
Dec. 1951 
June 1951 
Oct. 1951 
Dec. 1951 
Feb. 1952 
Apr. 1952 
Apr. 1953 
Oct. 1950 
Feb. 1951 
Oct. 1953 
Feb. 1951 
Jan. 1951 
Oct. 1951 
Oct. 1953 
Jan. 1952 
June 1951 
May 1952 
Ped. 1951 
June 1952 
June 1952 
June 1952 
Mar. 1952 
Peb. 1951 
Sept. 1951 
Nov. 1951 
Jan. 1953 
May 1952 
Mar. 1951 


Radio sets 














do 
Synchro transmitters 


Radar sets 
Propellers and contro 
Interceptor systems 
Aircraft 
Detesting @et and reco! 
Computers—-power supp 
Aircraft 


Planes, supplies, too. 
do 


Airplanes 
Turrets 


Engines 
Air turbine starters 


Gas turbine starters 
Maintenance supplies 


Power units 
Radar sets 
do 


Automatic pilots 
Generators 
Radar sets 
Automatic pilots 
Mines and equipment 


Radar and parts 
Airships 


Indicators 

Aircraft 

Antenna assemblies 
do 


Indicators 

Radar sets 
Helicopters 
Antenna couplers 


Helicopters 


Tranamitter antenna as 
Radar sets 


Sonar sets 
Plow meters, transmit 
amplifiers 
Sonar sets 
Harbor tugs 


Maintenance supplies 








Island, 


-¥. 


, Pla. 





Date 
of 
award 





July 
Dec. 
Jan. 


May 

Nov. 
June 
Feb. 
Feb. 
Jan. 


Apr. 


Aug. 
Aug. 
Peb. 
Feb. 
Feb. 
Jan. 
Mar. 
Mar. 
Oct. 
Oct. 
Oct. 


Dec. 
June 
Oct. 


Dec. 
Feb. 
Apr. 
Apr. 
Oct. 


Feb. 
Peb. 
Jan. 


Oct. 


Oct. 
Jan. 
June 


Feb. 


cE E 


Feb. 
Sept. 
Hov. 


Jan. 
May 


1951 
1953 
1951 
1951 
1951 
1952 
1952 
1951 
1952 
1952 
1952 


1952 
1951 


1951 
1951 


1953 
1952 


1951 


APPENDIX D 


DEPARTMENT OF THE NAVY 

CONTRACTS TERMINATED FOR THE CONVENIENCE OF THE GOVERNMENT 
(cert oF $1,000,000 OR MORE) 

REMAINING UNSETTLED POR 2% MONTHS OR MORE AT APRIL 30, 1956 


Page 1 








Date of 
filing of 
Contractor's Amount 
Termination Contract Settlement of 
Items terminated date amount crIT Proposal claim Current comments 
Radio sets 12-23-53 $ 1,246,050.c9 1,246,050.00 Subcontract settlements not complete. 
do 12-23-5 oie ae 1,942,37%.00 do 
Synchro transmitters 3-25- 6,433,455.00 2,719,000.00 4 35 $$ 314,599 Awaiting comments of Inspector of Naval 
Materiel. 
Radar sets 21-52 4,565,000.00 2, 565,000.00 Navy audit report. 
Propellers and controls -17-53 37,187,149.00 5,463, 360.00 Settled November 1956. 
Interceptor systems 9-21-53 7,955, 000.00 7,955,000.00 Materiel disposition not complete. 
Aircraft ll- 3-52 72, 335,939.00 51, 000,000.00 l- -% 3,607,413 Time to complete woterminated units. 
3-31-54 21, 335,939.00 6,336,000.00 li- -56 “ Combined with above. 
Detesting @et and recorder ee 1,529,974.00 1,529,97%.00 1- -56 745,438 Determination of legal questions. 
Computers-—-power supplies l- 3, 339,845.00 3, 339,845.00 11-30-S& 832,554 Awaiting coments of Inspector of Naval 
Materiel. 
Aircraft 9-22-53 51,112, 000.00 48, 207,702.00 Subcontract settlements mot complete. 
22-53 39, 446,519.00 39, 446,519.00 do 
Planes, supplies, tools etc. 21-52 14,440, 762.00 14,440, 762.00 do 
do 10- 3-52 9,897 , 370.00 9,897, 370.00 ao 
Airplanes 2-11-52 16,702, 335.00 16,702, 335.00 do 
Turrets l- 3-53 7, 966,000.00 2,184,000.00 do 
engines 2-22-53 154, 486,500.00 75,140, 067.00 8 -55 13,187,850 Combined with below and 
4- 3-53 79, 346,433.00 ee - settled May 1956. 
Air turbine starters 10-16-53 Undetermined 1,442,007 .00 Settled August 1956. 
Gas turbine starters 10- 1-53 15,292, 568.00 eens T- -5% 2,173,188 Settled December 1956. 
Maintenance supplies 10-21-53 12,708, 047.00 9,431,125.00 = with above and settled December 
1 e 
Fower units 12- 5-52 13,871,867 .0o 2,400,000.00 7- -56 93,604 Determination of legal questions. 
Rader sets 4- 4-52 4,295,000.00 4, 295,000.00 12- -S4 765,871 Settled September 1956. 
do 4-11-52 8,551,000.00 8,551,000.00 12- -S& - Combined ssoe above and settled in Sep- 
tember 1 ° 
Automatic pilots 5-13-53 27, 781,452.00 2,808,684 .00 Disposition of inventory. 
Generators 7-13-53 4,152, -40 8.023. 379-00 Subcontract settlements not complete. 
Radar sets 8-19-53 2,082,149.00 14559 +00 8-15-56 72,860 Settled December 1950. 
Automatic pilots 12- 3-53 8,715,049.30 7,128,049.00 8- 7-56 10,744 Settled Hovember 1956. 
Mines and equipment 2- 4-52 &, 500,000.00 4&,500,000.00 6- -55 5,830,687 Settled December 1956. Huge inventory 
hed to be disposed of. 
Radar and parte 3-13-53 56,948, 254.00 7, 460,231.00 Materiel disposition not complete. 
Airships 11-18-53 28 , 000,000.00 15, 240,000.00 Disposition of inventory not completed. 
Indicators 1-18-54 3,014,691.00 3,014,691.00 ll- -55 3,938 Settled October 1956. 
Aircraft &- 1-53 65, 276,001.50 62, 720,000.00 Subcontracts not settled, inventory dis- 
position not complete. 
Antenna assemblies 10-29-53 4,545, 500.00 3,175,120.00 ll- -5% 97,192 Claim filed incomplete. 
do 2-11-53 2,141, 300.00 2,141, 300.00 Withholding settlement until above is 
complete. 
Indicators 1-18-54 2,009, 761.00 2,009, 761.00 2- -% 267 , 505 Settled November 1956. 
Radar sets 12-10-53 8,495,149.00 2, 33,140.00 Diverting inventory to another order. 
Helicopters 9- 9-53 2,540,000.00 2,540,000.00 ll- -55 2,583,167 Settlement t sent to contractor. 
Antenna couplers 5-12-52 1,025, 700.00 1,025, 700.00 l- -\& 91,011 Pending settlement of legality of subcon- 
ee 7 tract allowance. 
Helicopters 6-15-53 35, 007, 301.00 &,0}4, 929.00 10- -56 565,925 Contractor rejected Contracting Officer's 
; settlement proposai Jan. 25, 1957. 
7 6-15-53 3, 307,500.00 3, 307,500.00 10- -56 306,183 Contractor rejected Contracting Officer's 
settlement proposal Jan. 25, 1957. 
. 12-19-52 9, 397,500.00 1,740,000.00 9 -% 134,776 Contractor rejected Contracting Officer's 
settlement proposal Jan. 25, 1957. 
. 3- 6-53 7,657 , 500.00 &, 350,000.00 10- -56 combined with 
above Contractor rejected Contracting Officer's 
settlement proposal Jan. 25, 1957. 
Transmitter antenna assemblies 4-17-52 5,093, 351 .00 4, 342,691.00 12- -55 243,207 Settled July 1956. 
Radar sets 3-22-54 4, 253,697.00 4,253,697 .00 5- -5% 2,909,939 Question of materiel disposition. 
Sonar sets 11-23-53 10, 211,402.00 1,851, 434.00 Diversion of inventory to other con- 
tracts. 
Flow meters, transmitters, - 
amplifiers 6-24-53 1, 780,495.00 1, 780,495.00 6- -55 954,813 Settled Jume 1950. 
Sonar sets 2-27-53 4, 964,148.00 1,457,510.00 5- -50 1,038, 449 Subcontract settlements not complete. 
Harbor tugs 12- 9-53 6,455, 470.00 2,768, 258.00 12- -56 1,707,087 In receivership. Claim not received un- 
- til December 1956. 
Maintenance supplies 7-17-52 2,130,492.78 1,071,827 .00 10- -5% 551,126 Proposal received October 1950. Incoa- 


plete information. 
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Dear Mr. Speaker: By direction of the Committee on Government 
Operations, | submit herewith the committee’s 15th report to the 
85th Congress. The committee’s report is based on a study made 
by its Intergovernmental Relations Subcommittee. 

Wituram L. Dawson, Chairman. 
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Union Calendar No. 458 


85TH CONGRESS ; HOUSE OF REPRESENTATIVES Report 
1st Session No. 1175 





ACTIVITIES OF THE DEPARTMENT OF HEALTH, EDUCA- 
TION, AND WELFARE RELATING TO POLIO VACCINE 


Aucust 15, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Dawson of Illinois, from the Committee on Government 
Operations, submitted the following 


FIFTEENTH REPORT 


On August 14, 1957, the Committee on Government Operations had 
before it for consideration a report from its Subcommittee on Inter- 
governmental Relations entitled, “Activities of the Department of 
Health, Education, and Welfare Relating to Polio Vaccine.” 

After full consideration of the report as submitted by the sub- 
committee, upon motion made and seconded, the report was approved 
and adopted as the report of the full committee. The chairman was 
directed to transmit a copy to the Speaker of the House. 


INTRODUCTION 


This report covers the findings, conclusions, and recommendations 
of the Intergovernmental Relations Subcommittee in its investigation 
of activities of the Department of Health, Education, and Welfare 
relating to polio vaccine. 

The subcommittee’s investigation was undertaken because of its 
responsibility for studying the operations of certain Government 
departments and agencies at all levels with respect to economy and 
eficiency. Included among these is the Department of Health, 
Education, and Welfare. The United States Public Health Service, 
a unit of the Department, has primary responsibility for most of the 
activities of the Federal Government width concern polio vaccine. 

The Public Health Service, under the direction of the Surgeon 
General, is the Federal agency charged with responsibilities for 

rotecting and improving the health of the people of the Nation. The 

ublic Health Service was given certain specific responsibilities con- 
cerning polio vaccine under the Poliomyelitis Vaccination Assistance 
Act of 1955. 


HEARINGS AND INVESTIGATION 


The Intergovernmental Relations Subcommittee held hearings on 
October 11 and 12, 1956, and on March 21, 1957. Testimony was 
received from the following witnesses: 

James Bradshaw Mintener, former Assistant Secretary, Depart- 
ment of Health, Education, and Welfare 
1 





Y POLIO VACCINE 


Parke M. Banta, General Counsel, Department of Health, 
“ducation, and Welfare 

M. Allen Pond, staff assistant, Department of Health, Education, 
and Welfare 

Dr. Leroy E. Burney, Surgeon General, Public Health Service 

Dr. David E. Price, Assistant Surgeon General, Public Health 
Service 

Thomas Foster, Chief, Civilian Health Requirements, Office of 
the Surgeon General, Public Health Service 

David S. Brunson, Chief, Division of Administrative Services, 
Office of the Surgeon Gener ‘al, Public Health Service 

Reid M. Hovey, Chief, Supply Branch, Division of Administra- 
tive Services, Office of the Surgeon General, Public Health 
Service 

Dr. Jack C. Haldeman, Chief, Division of General Health 
Services, Bureau of State Services, Public Health Service 

Sam Kimble, Chief, State Grants Branch, Bureau of State 
Services, Public Health Service 

Robert A. Bicks, legal assistant to the Assistant Attorney Gen- 
eral in charge of the Antitrust Division, Department of Justice 

The subcommittee’s October hearings were concerned_ primarily 
with matters involving expenditure of F ederal funds for polio vaccine. 
The March hearing examined activities of the Department of Health, 
Edueation,and Welfare relating to assisting State and local govern- 
ments in the prevention of polio; the supply of, demand for, and dis- 
tribution of vaccine; and the collection and dissemination of informa- 
tion concerning polio vaccine. 

At the invitation of the subcommittee chairman, Congressman 
John Bell Williams, chairman of the Health s and Science Subcommittee 
of the House Committee on Interstate and Foreign Commerce, and 
Dr. Will Neal, a member of that subcommittee, attended and par- 
ticipated in the March hearing. 

An extensive investigation was conducted by the subcommittee 
stail in preparation for the he arings; SUPP ylemental information was 


aiso obtained by the sts aff after the hearings. At the request of the 
chairman, personnel of the Ge cal Accounting Office were assigned 
briefly to the subcommittee to assist in preparation for the October 
hearings. In late October the chairman W rote to the 48 State attor- 
neys general to advise them that informati on. obtained at the October 
ll and 12 hearings had raised a serious question concerning a p yssible 


price-lixing conspiracy 1n t] e sale of polio vaccine and to ask their 


> ye, ° : . . 1 1 

cooperation IN LuUrnishniog additl mal information to tne subcommittee. 
On March 28, 1957, preliminary recommendations based on the 

subcommittee’s study to that late of the polio-vaccina tion Eoin am 


( 

were made to the Departme! it ol Iealth. Education, and Welfare. 
The subcommitiee’s investigation of activities relating to polio vae- 
cine will not be concluded with this report. The subcommittee will 
study further devel pments relating to polio-vaccine activities and 
examine more closely some pha 's of these activities not covered in 
this report. Further hearings will be held and a further report made, 
if necessary 

Questic yns arose during the h earings concerning the availability to 
the C ongress of certain information in the possess sion of the Depart- 


ment of Health, Education, and Welfare and the Department of Jus- 
tice. Those questions are not discussed in this report; it is expected 
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POLIO VACCINE 3 


that they will be examined at a later date by the Government Infor- 
mation Subcommittee of the Committee on Government Operations. 

Background information is included in this report concerning the 
development of the Salk vaccine and the licensing of its commercial 
production by six manufacturers. In view of the extensive investiga- 
tions of these subjects previously conducted by other congressional 
committees, the subcommittee has made no findings or conclusions 
relating directly to such matters. 

The subcommittee has not attempted at this time to resolve such 
points as the production costs and profits of the various manufacturers 
of polio vaccine, since it is expected that these matters will be deter- 
mined in the course of the Federal grand-jury investigation now being 
conducted. 

ACKNOWLEDGMENTS 


The subcommittee wishes to acknowledge with thanks the co- 
operation and assistance given during the course of its investigation 
by the following: 

The General Accounting Office 

The National Foundation for Infantile Paralysis 
Many State attorneys general and State health officers 
The Federal Trade Commission 

The office of the New York County district attorney 
The New York Journal-American 

The city of Milwaukee 


BACKGROUND 


Duties of the Public Health Service 


The Public Health Service has important responsibilities assigned 
by law for the protection and improvement of the health of our people. 
The Service traces its origin to a 1798 law authorizing marine hospitals 
for the care of American merchant seamen. Activities of the Service 
were vastly broadened by subsequent legislation during the next 146 
years. The Public Health Service Act of July 1, 1944 (42 U.S. C. 201), 
consolidated and revised existing legislation relating to the Service, and 
added additional duties. Amendments to this act since 1944 have 
placed further responsibilities on the Public Health Service. 

Major functions of the Public Health Service include conducting 
and supporting research and training in the medical and related 
sciences, and in pe rr enagy methods and administration, and 
assisting the States and other governments in the application of new 
knowledge for the prevention pa control of disease, the maintenance 
of a healthful environment, and the development of community 
health services. 

Since 1953 the Public Health Service has been a constituent organ- 
ization of the Department of Health, Education, and Welfare. The 
activities of the Service are organized into four bureaus: tie Office 
of the Surgeon General, the Bureau of Medical Services, the Bureau 
of State Services, and the National Institutes of Health. In order 
to maintain direct contact with State and local authorities, the Service 
maintains a staff, headed by a regional medical director representing 
the Surgeon General, in 8 of the 9 regional offices of the Department 
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of Health, Education, and Welfare. The regional staffs, under 
guidance of the Bureau of State Services, work with State authorities 
in developing and maintaining plans, programs, and budgets for 
Federal-State cooperative health programs. 

The Office of the Surgeon General, among other duties, assists in 
studying the health needs of the Nation and in planning and coordi- 
nating emergency activities of the Service. The Bureau of Medical 
Services operates PHS hospitals and furnishes technical advice and 
personnel to other Federal agencies in the health care of their em- 
ployees. The Bureau of State Services gives general direction to 
programs designed to aid the States and communities in achieving 
and maintaining improved levels of public health. This Bureau 
administers grants-in-aid to States, provides consultation and technical 
assistance to States and localities, and assists in the establishment of 
effective health procedures and practices. The National Institutes of 
Health is charged with responsibility for conducting, assisting, and 
fostering research relating to the causes, diagnosis, treatment, control, 
and prevention of diseases and impairments of man. Fundamental 
research on microorganisms as related to public health is conducted 
by the National Microbiological Institute. 


Biologics control provisions 


The Public Health Service Act contains important provisions for the 
control of biologic products. Biologic products are defined as medici- 
nal preparations made from living organisms and their products, 
including serums, vaccines, antigens, and antitoxins. 

The act provides (42 U.S. C. 262) that no person shall ship biologic 
products for sale in interstate commerce unless the product is manu- 
factured at an establishment holding a license issued by the Secretary 
of Health, Education, and Welfare for the manufacture of the product. 
Such a license may be issued by the Secretary, upon the recommenda- 
tion of the Surgeon General, only upon a showing that the establish- 
ment and the product meet standards designed to insure the continued 
safety, purity, and potency of the preparation. Section 262 specifi- 

cally authorizes inspection of licensed establishments, and the Depart- 
ment has construed this provision as giving the Public Health Service 
power to test individual lots of biologic products and to exercise 
controls over their release. Inspection of establishments and testing 
of products is carried out by the Laboratory of Biologics Control of 
the National Microbiological Institute. 


Development of Salk polio vaccine 


The poliomyelitis vaccine now used in the United States was 
developed in early 1953 by Dr. Jonas Salk, of the University of 
Pittsburgh, after some 2 years of research. For the most part, 
development of the Salk vaccine was financed by voluntary public 
contributions to the National Foundation for Infantile Paralysis. 
Over the years, the foundation spent more than $25 million of such 
contributions on various types of research for the prevention of polio. 
The Federal Government cooperated with the foundation in the pro- 
gram leading to development of the Salk vaccine, but its part was 
relatively minor and consisted mostly of testing and helping to develop 
standards for the vaccine. Dr. Salk’s research was facilitated by the 
previous work in this field of a number of other scientists. 
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POLIO VACCINE 5 


The Salk vaccine consists of three different strains of polio virus 
which have been propagated in monkey kidney tissue and then 
“killed” through treatment with formaldehyde. When properly 
killed the virus will not cause polio, but will stimulate the production 
of antibodies giving resistance to or immunity from polio. It is 
extremely important that the formaldehyde treatment be carried out 
properly. Too little treatment may leave live virus; too much may 
impair the potency of the vaccine. 


Production and testing of expervmental vaccine 


During 1953, the National Foundation for Infantile Paralysis 
decided to sponsor a mass field trial to determine the effectiveness of 
Salk vaccine in preventing polio. A large-scale test was considered 
necessary because of the relatively low incidence of polio—usually less 
than 20 cases annually per 100,000 population. Five pharmaceutical 
companies agreed to produce the experimental vaccine needed, with 
the costs to be paid by the foundation. These companies were 
Parke-Davis & Co., Detroit, Mich.; Cutter Laboratories, Berkeley, 
Calif.; Eli Lilly & Co., Indianapolis, Ind.; Pitman-Moore Co., Zions- 
ville, Ind.; and Weyth Laboratories, Marietta, Pa. The field trial 
was carried out in 1954. More than 400,000 schoolchildren were 
vaccinated using vaccine produced by Parke-Davis and Eli Lilly. 
A study to evaluate the effectiveness of the vaccine was then begun 
by Dr. Thomas Francis, Jr., chairman of the department of epidemiol- 
ogy of the University of Michigan. 

In November 1954, although the effectiveness of the vaccine was not 
yet certain, the foundation ordered 25 million cubic centimeters (1 
cubic centimeter is used for 1 shot) from 6 pharmaceutical companies. 
Five of these were the companies which had previously agreed to 
produce vaccine; the sixth was Sharp & Dohme, Philadelphia, Pa. 


Licensing of commercial production 


On April 12, 1955, results of the evaluation of the 1954 field test 
were announced by Dr. Francis. The Francis report stated that the 
vaccine had been found to be from 60 to 90 percent effective in pre- 
venting cases of paralytic polio among vaccinated children. On the 
same day, then Secretary of Health, Education, and Welfare Oveta 
Culp Hobby signed licenses authorizing the six manufacturers of polio 
vaccine to make commercial sales. About 650,000 cubic centimeters 
of vaccine was placed on the market almost immediately by 3 of the 
companies. 

Since the vaccine used in the 1954 field trials was experimental and 
not being sold commercially, no licenses had been needed for its dis- 
tribution. However, the manufacturer, Dr. Jonas Salk, and the 
Laboratory of Biologics Control had separately tested each lot of 
vaccine. Vaccine sold in commercial channels immediately after 
April 12, 1955, was tested only by the manufacturer, although reports 
on the tests were submitted to the Public Health Service. Beginning 
in late April, a number of cases of polio were reported among children 
who had been vaccinated with vaccine from the Cutter Laboratories. 
As a result, the Public Health Service revised its testing standards 
and began testing every lot of vaccine released. 
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Voluntary allocation program 


Except for the vaccine sold commercially in April, almost all vaccine 
produced in the first half of 1955 went to the National Foundation for 
Infantile Paralysis for use in a nationwide mass vaccination program 
for first- and seeond-grade schoolchildren. After the foundation’s 
needs were met, vaecine would be available for commercial distribu- 
tion; hoy it was obvious that demand would far exceed the supply 
immediate aly évailable 

e Department of Health, Education, and Welfare, as the principal 
Federal agenev de: ling with in ‘itl 1 matters, took the position that it 
should properly “assume re vonaniiss for establishing a national 
allocation plan which assures each State its fair share of the total 
output of the vaccine.” Although no legislative authority existed for 
enforcing such a plan, the Department contended that no legislation 
was necessary because each manufacturer had pledged his company 
to ship vaccine only in accordance with a voluntary allocation pro- 
gram, recommended by a national advisory committee and adopted 
by the Secretary. A National Advisory Committee on Poliomyelitis 
Vaccine had been appointed by the Secretary, with the approval of 
the President, in late April 1955. 

By July 31, 1955, the foundation had received more than 11 million 
cubic centimeters of vaccine. On that date, the Department of 
Health, Education, and Welfare announced that the voluntary allo- 
cation program had gone into effect. Under the plan, children from 
5 to 9 years of age were to receive priority. Each new batch of 
vaccine would be allocated to the States according to their proportion 
of children in this age group. The States would determine what 
percentage of their share was to go to public agencies, such as local 
health departments, and what percentage would go through normal 
commercial channels for use by private physicians. Manufacturers 
would then make shipments in accordance with instructions from the 
Public Health Service, based on the State determinations. 

Responsibility for supervising distribution of vaccine within a 
State was to be left solely to State authorities so long as the new drug 
remained in the usual commercial or public channels. The Food and 
Drug Administration, a unit of the Department of Health, Education, 
and Welfare, had authority to investigate distributicn of polio vaccine, 
but only for the purpose of determining whether it was being diverted 
outside regular prescription channels 
Poliomyelitis Vaccination Assistance Act 

The Poliomyelitis Vaccination Assistance Act of 1955 (Public Law 
377, 84th Cong.) provided for Federal grants to assist the States in 
meeting the cost of polio vaccination programs for persons under 20 
and expectant mothers. The act provided that tne Surgeon General 
should allocate an amount to each State for the purchase of vaccine 
based on the number of el.gible unvaccinated persons within the 
State and the State’s relative per capita income. An additional 20 
percent of the first amount was to be made available to each State 
only for planning polio vaccination programs within the State and for 
conducting such prog rrams through public agencies, with the provision 
that any portion left over could be used for pure hase of vaccine. 

Vaccine purchase d with Federal funds under the act could be used 
only for the vaccination of persons in the eligible groups, according to 
the method or methods chosen by the responsibie State agency. ‘The 
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vaccine could be made available through public agencies, approved 
nonprofit organizations, private physicians or otherwise. In_ pro- 
grams conducted by public agencies in the State, the Federal law 
prov ided that no means test or other discrimination ‘based on financial 
ability could be imposed to limit the eligibility of persons to receive 
the vaccine. Where vaccine purchased with Federal funds was dis- 
tributed through private physicians, the physician was not allowed to 
make a charge for the vaccine itself but could charge for his services 
in administering it. The Federal vaccine could not be given to any- 
one outside the eligible groups, and the Surgeon General was au- 
thorized to require that the vaccine be given only to certain cate- 
gories of persons within the eligible groups. 

~ The Poliomyelitis Vaccination Assistance Act was approved on 
August 12, 1955, and was originally scheduled to expire on February 
15, 1956. The expiration date was later extended until June 30, 1957. 
A total of $53.6 million was appropriated under the act; it was esti- 
mated that this amount was sufficient to provide vaccine for about 38 
percent of the persons in the eligible groups. A State could either 
obtain Federal funds and make its own vaccine purchases, or it could 
request the Surgeon General to purchase and furnish vaccine. 


SUMMARY OF INVESTIGATION 


The Public Health Service did not actually purchase Salk vaccine 
until September 1955. However, officials of the Department of 
Health, Education, and Welfare testified at congressional hearings 
earlier that year about the estimated cost of vaccine necessary for 
proposed Federal polio vaccination programs. At a hearing before 
the Senate C Aeaieniainn on Labor and Public Welfare on May 16, 1955, 
then Secretary of Health, Education, and Welfare Hobby referred a 
question concerning vaccine prices to James Bradshaw Mintener, who 
was an Assistant S« cretary of the Department at that time. Mr. 
Mintener estimated that the price to the Government for polio vaccine 
would be 79 to 85 cents per cubic centimeter. After declaring “there 
is keen competition in the drug industry,” Mr. Mintener stated that 
“we believe that the prices of which we have been advised are reason- 
able.” The quoted figures were more than double the price paid by 
the National Foundation for Infantile Paralysis, which bought vaccine 
for 30 to 35 cents per cubic centimeter. (It should be noted that the 
foundation price was intended to approximate cost without any profit 
for the manufacturer.) 

Mr. Mintener, who had then just left the Department for private 
law practice, was a witness at the subcommittee’s hearing on October 
11, 1956. Mintener testified that he had no information about the 
cost of polio vaccine and had based his statement that the prices were 
“reasonable” on information given him over the telephone by Thomas 
Foster, Chief of Civilian Health Requirements in the Office of the 
Surgeon General. Foster, in turn, testified as follows: 

Mr. Houirietp. Now, Mr. Foster, maybe you could 
enlighten the committee. Where did you get these prices 
which vou quoted to Mr. Mintener? 

Foster. If | remember correctly, Mr. Holifield, I 
called I believe the distributor here in Washington or the 
local salesman and asked him what would be the price or 
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what was the price to the customers and what was their scale 
of prices. 

Mr. Houirievp. Their commercial prices? 

Mr. Foster. Yes, sir. 

Mr. Ho.trretp. Was that in anticipation of purchasing 
several million dollars’ worth? 

Mr. Fostrr. No, sir; I wasn’t involved in the hearings. I 
certainly didn’t take into consideration, Mr. Holifield, the 
import of the Government buying so many million dollars’ 
worth and that being the price. 


Vaccine purchase procedures 


Although some of his superiors apparently were aware of the price 
paid for vaccine by the foundation, Reid M. Hovey, Chief Purchasing 
Officer of the Public Health Service, told the subcommittee that he 
had not known the foundation price and had made no attempt to 
find out. Further testimony showed that neither Hovey nor any 
other official of the Public Health Service had made any attempt to 
determine the actual cost of producing polio vaccine. Hovey testified 
that he had not asked scientists at the National Institutes of Health 
who were familiar with the technical process of manufacturing vaccine 
“because if they did know it was probably confidential information 
and they couldn’t reveal it to us.” Hovey stated that it was his 
— opinion that the price was fair but “I cannot say exactly 
why.” 

Although the purchases of polio vaccine by the Public Health Serv- 
ice were many times greater than its usual volume of pharmaceutical 
purchases, there is no indication that changes in procedure or addi- 
tional safeguards were instituted either by the purchasing officer or 
his superiors. However, Hovey testified that he had consulted with 
his superiors before awarding the vaccine contracts. 


Mr. Hovey. Do not misunderstand me, that I, personally, 
or my own organization was taking full responsibility for 
deciding to buy at that price. We consulted all the officials 
that we could in the Public Health Service and the con- 
sensus of opinion seemed to be that was a fair price; that it 
was a proper thing to award the contract at that price. 

Mr. Naveuton. Did any of your superiors tell you that 
was a proper price? 

Mr. Hovey. Yes; that was the information I got. 


In September and early October 1955, the Public Health Service 
made its first purchases of polio vaccine from the Eli Lilly Co. and 
Wyeth Laboratories. Competitive bids were not requested on these 
purchases, and the statement of award in each case carried the follow- 
ing notation: 


Poliomyelitis vaccine is under allocation by the Public 
Health Service in conformity with the voluntary interstate 
distribution system adopted by the National Advisory Com- 
mittee on Vaccine. Competition is, therefore, not possible. 


Section 3709 of the Revised Statutes (41 U.S. C. 5) provides that, 
as a general proposition, purchases of supplies for the Government 
may be made only after advertising for competitive bids. In making 
awards without advertising, the Public Health Service relied on an 
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exception to this section authorizing such action when only one source 
of supply is available. The contracts awarded under section 3709 
contained no provision authorizing the Government to examine the 
books of the contractor in order to determine whether the price was 
fair. 

Under the circumstances, the Public Health Service could have 
applied to the General Services Administration for permission to 
negotiate vaccine procurement contracts in accordance with the 
provisions of the Federal Property and Administrative Services Act 
(Public Law 152, 8ist Cong.). Contracts negotiated through this 
procedure would have contained a provision authorizing Government 
inspection of company records. The Public Health Service did not 
request permission to negotiate from the General Services Administra- 
tion because, Mr. Hovey explained to the subcommittee, “we did not 
have time.” 

On September 30, 1955, the Public Health Service invited each of 
the six manufacturers of Salk vaccine to submit bids for furnishing 
vaccine during the period from October 7, 1955, through February 
14, 1956. The terms of the invitation did not call for firm bids for a 
specified amount of vaccine to be furnished at a particular time, but 
simply asked each company to quote a price at which it would sell 
vaccine to the Public Health Service during the designated period. 
The company concerned did not undertake to furnish any specific 
amount of vaccine nor did the Government agree to buy a specific 
amount. On October 7, 1955, five of the companies were awarded 
contracts; the sixth, Sharp & Dohme, had not yet started production. 
(Cutter Laboratories, although it submitted a price, never actually 
sold any vaccine to the Public Health Service.) The contract prices 
were identical to those previously fixed in contracts awarded without 
bidding. ‘The contracts provided that any reductions made to other 
health agencies on vaccine during the contract period should also 
apply to the Public Health Service, and that the prices to Public 
Health Service should in no case exceed those charged any other 
health agency. 

Vaccine prices 

Because of differences in their rates and methods of production and 
in their ability to consistently manufacture acceptable vaccine, it is 
extremely unlikely that production costs of all companies producing 
Salk vaccine were identical. However, the subcommittee’s investiga- 
tion showed that sales prices of all companies have been sulstantialie 
identical at all times. Moreover, since prices were quoted f. o. b. 
destination, the delivered price of vaccine to each class of purchasers 
was identical throughout the country. 

The original retail price established by the companies was $15 for 
9 cubic centimeters. Drugstores received a 40 percent discount from 
this list price, while public agencies (such as county hospitals, etc.) 
received discounts of 50 percent plus 5 percent. Public agencies 
received a larger discount than retail drugstores because the drug- 
stores could return unsold or expired vaccine for a refund, while public 
agencies made outright purchases and assumed any risk of loss. The 
original price to all public agencies for 9 cubic centimeters was $7.12% 
cents, less 2 percent for payment within 30 days. These prices 
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apparently went into effect in April 1955, as soon as the vaccine was 
first released. 

Prices submitted to the Public Health Service in October 1955, on 
supposedly competitive bids, were substantially identical to ‘the 
standard list prices being quoted by all companies. (Eli Lilly & Co 
broke the odd half cent upward, charging $7.13 for 9 cubie centi- 
meters; Pitman-Moore bid $7.12% and the other comp: anies charged 
$7.12.) Although the Public Health Service has obtained quantity 
discounts on other commodities, no quantity discount whatever was 
given on its purcliases of vaccine totaling millions of dollars 

In February 1956, Public Health Service asked for prices for the 
period from February 15, 1956 through June 30, 1956. Four com- 
panies bid $6.33 for 9 cubic centimeters; Pitman- Moore asked $6.34. 
In May 1956, a voluntary reduction in price by one company from 
$6.33 to $5.70 was almost immediately followed by a reduction to 
the same price by each other company. 

Public Health Service officials told the subcommittee that it was 
customary for the initial cost of new biologie products to be high, with 
reductions beinz made later as production expanded and became 
more efiicient. Despite this knowledge, however, and in spite of the 
2 reductions made in the previous 6 months, the Public Health Service 
in June 1956 agreed to pay each manufacturer $5.70 per 9 cubic 
centimeters for all vaccine purchased until June 30, 1957. The redue- 
tions had been made during a time when the vaccine was in extremely 
short supply; prospects in June 1956 were for the supply to catch up 
with and exceed the demand within a few months. 

Lally Co. profits 

Eli Lilly & Co. of Indianapolis has been the major produce r of 
Salk vaccine, supplying more than two-thirds of the cumulative total 
of about 100 million cubic centimeters produced by all companies 
through August 1956. According to published figures in the daily 
news section of Standard Corporation Records, the Lilly Co. n ade a 
net profit of $13.6 million on total sales of $62.3 million during the 
first 6 months of 1955. During the first 6 months of 1956, Lilly 
reported a net profit of $33.8 million on total sales of $90 million. 
Lilly sales of polio vaccine were undoutedly a much more important 
factor in its profits during the first 6 months of 1956 than in the com- 
parable period of 1955. 

Antitrust que stions 

A number of instances of action or lack of action by the Department 
of Health, Education, and Welfare and the Public Health Service were 
significant from the standpoint of possible danger of violation of the 
antitrust laws. 

Although it had consistently received identical bids on polio vaccine 
from all companies, the Public Health Service apparen tly attached no 
particular significance to that fact prior to the subcommittee hearings. 
Mr. Hovey indicated, in fact, that the Service was not too surprised 
at the identical bids on polio vaccine becanse PHS had _ previously 
received identical bids on other drvg products. Title 41, United 
States Code, tee 252 (d) provides that each ageney head shall 
refer to the Attorney Gen ral for apnropriate action any bids received 
after advertising whi ich evidence any violation of the antitrust laws. 


he } 


An Att rey General’s ruling has taken the position that identical 
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bids are sufficient evidence of violation of the antitrust laws to warrant 
referral to the Justice Department. At the time of the subcommittee 
hearings, Mr. Hovey testified that neither identical bids on polio 
vaccine nor other identical bids had been submitted to the Justice 
Department. 

The Sherman Antitrust Act declares any contract, combination or 
conspiracy in restraint of interstate trade or commerce to be illegal. 
The act thus prohibits agreements among companies controlling a 
significant portion of the trade in any commodity which have the 
effect of fixing prices or allocating markets, since such agreements 
would tend to restrict competition. The danger of illegal agreements 
was particularly rrent in the case of polio vaccine, since only six com- 
panies were licensed to manufacture it. Meetings between repre- 
sentatives of the six companies would almost inevitably afford an 
opportunity for the making of illegal agreements; the fact that the 
Government itself called the meetings would be immaterial. 

The Justice Department bas recognized the danger of antitrust 
violations in connection with the work of industry advisory com- 
mittees for a number of vears, and has made recommendations for 
safecuards to help prevent such violations. A major safeguard 
recommended by Justice is that full and complete minutes of all 


meetings be kept 

One of the early contacts by the Department of Health, Education, 
and Welfare with the vaccine manufacturers was made by Assistant 
Secretary Mintener on April 14, 1955, at the annual meeting of the 
American Drug Manufacturers Association in Boca Raton, Fla. 
Secretary Hobby described this meeting in a May 16, 1955, repert to 
the President as follows: 


A senior member of our Department met with the presi- 
dents of five producing companies, and the executive vice 
president of the sixth firm, to discuss supply and distripu- 
tion problems and the proposed meeting on April 21 and 22 


At the subcommittee hearing, Mr. Mintener minimized t>e im- 
portance of the Apri 


ril 14 meeting, stating tvat its purpese had been 
only to give an in 


itation to the later meeting. Mr. Mintener testi- 
fied that be had not had the antitrust laws in mind during tre meeting, 
and that no minutes were kept. Later, the General Counsel of the 
Department of Health, Education, and Welfare had conferences ¥ ith 
the Justice Department and was advised t>st individual meetings 
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with company representatives should be held if price was to be dis- 


cussed and that full and e mpl te minutes of all meetings should be 





ke pt Despit ‘this warn . howe ver, fill and complete minutes were 
not kept of all subsequent meetings. The value of recerds actually 
kept of some mectings is seriously impaired, also, by the fact that 
the reporter was ordered to keep certain discussions off tre record. 
The voluntary allo ‘ation system was also an area o! danver mnsofar 
as antitrust viola ns were concerned. —Phesvstem was recommended 
by an advisory committee whose mem! rship included emplovees of 
national drug trade assoeiations. Records of advisory committee 


meetings indicate that many members felt that the allocation system 
set up according to their recommendation would have been a violation 
of the antitrust laws if done directly hy the companies concerned, but 
was legal if done through the advisory committee. Although legal 
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officers of the Department of Health, Education, and Welfare dis- 
cussed other antitrust questions with the Justice Department, there is 
no evidence that they made any attempt to determine whether the 
one allocation system was permissible under the antitrust 
aws. 


Justice Department activities 


When its preliminary investigation revealed obvious antitrust 
questions, the subcommittee promptly contacted the Department of 
Justice. On September 10, 1956, the subcommittee counsel called 
Mr. Edward A. Foote, First Assistant to the Assistant Attorney 
General in Charge of the Antitrust Division, to report on the sub- 
committee’s findings and to ask whether the Justice Department was 
making any investigation of the matter. Mr. Foote refused to discuss 
the subject and said that no information whatever would be given to 
the subcommittee without a written request. Later that day, Mr. 
William Rogers, the Deputy Attorney General, took the same position. 

The subcommittee counsel then sent a letter to Mr. Rogers advising 
him that the subcommittee’s investigation had raised a question of 
violation of Federal antitrust laws. The letter requested that the 
Justice Department advise the subcommittee as soon as possible 
whether it was presently investigating procurement of polio vaccine 
by the Federal Government and whether it had any information 
which would assist the subcommittee in its investigation. Under 
date of September 27, some 17 days later, a reply was received from 
Mr. Rogers. The reply stated that the Justice Department was not 
presently investigating polio vaccine procurement; it then detailed at 
some length the activities of the Department with respect to possible 
antitrust questions in the importation of monkeys from India for use 
in manufacturing polio vaccine. (The letters appear in the appendix 
as exhibit 1 on p. 24.) 

Through further investigation, the subcommittee learned that the 
Justice Department on April 21, 1955, had informed the Federal Trade 
Commission (which has responsibilities in the antitrust field closely 
related to those of the Justice Department) that the Antitrust Di- 
vision intended to conduct an investigation of an alleged price-fixing 
conspiracy in the sale of Salk vaccine by the six manufacturers. Be- 
cause of this notification, in order to avoid duplication or overlapping 
of effort, the Federal Trade Commission stated that any information 
received by the FTC relating to price fixing by producers of Salk 
vaccine would have been turned over to the Justice Department. (A 
letter from the subcommittee chairman to the Federal Trade Com- 
mission and the FTC’s reply appear in the appendix as exhibit 2 
on p. 25.) 

Mr. Robert Bicks, legal assistant to the Assistant Attorney General 
in charge of the Antitrust Division of the Justice Department, testified 
on October 12, 1956, that the Justice Department had begun an investi- 
gation of a possible price-fixing conspiracy in the sale of polio vaccine 
on April 22, 1955. The investigation was closed at the end of May; 
however, the Justice Department did not notify the Federal Trade 
Commission that the investigation had been closed. Testimony at 
the subcommittee hearing also indicated that, although officials of 
the Antitrust Division held a number of conferences on antitrust 
questions with legal officers of the Department of Health, Education, 
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and Welfare around April 1955, they did not inform the Department 
of the price-fixing investigation or caution it to report identical bids 
on polio vaccine to the Department of Justice. 


Action following the subcommittee hearing 


After the subcommittee hearing, the Department of Justice moved 
promptly to conduct a further investigation of possible price-fixing in 
the sale of Salk vaccine. A number of meetings were held between the 
subcommittee staff and personnel of the Antitrust Division; all in- 
formation obtained by the subcommittee which was relevant to pos- 
sible antitrust law violations was made available to the Justice Depart- 
ment. In February 1957, a Federal grand jury investigation of the 
vaccine situation was authorized. The grand jury met in April and 
June in Trenton, N. J., to subpena documentary evidence; it is 
scheduled to reconvene on September 17. 

Since the subcommittee’s October hearings, the Public Health 
Service has reported identical bids on polio vaccine to the Justice 
Department. The Public Health Service also reports that it has not 
used advisory committees in connection with the poliomyelitis 

rogram since that time. Beginning in late October, the Public 

ealth Service made efforts on its own and through the General 
Services Administration to secure more favorable prices on polio 
vaccine. However, the producing companies declined to make price 
reductions. Negotiations were hampered, in the opinion of the 
General Services Administration, by the inability of PHS to specify 
definite quantities or guaranteed minimum quantities in ordering 
vaccine; GSA also questioned the desirability of specifying a particular 
brand of vaccine, as was done in a small number of orders. 

On October 24, 1956, the subcommittee chairman wrote to each 
State attorney general to advise that the subcommittee’s investigation 
had ‘‘raised a serious question as to whether State and Federal Gov- 
ernments are being charged excessive prices for polio vaccine because 
of the possible existence of a price-fixing conspiracy in violation of the 
Sherman Antitrust Act.” Detailed information concerning the polio 
vaccine situation was enclosed. The letter also called attention to 
laws authorizing recovery of damages suffered by reason of violations 
of the antitrust laws and asked the cooperation of each Attorney 
General in furnishing information relating to possible antitrust 
violations. (A copy of the letter appears in the appendix as exhibit 
3 on p.27.) 

Excellent cooperation was received from many State attorneys 
general; State health departments also furnished valuable information. 
Literally hundreds of identical bids were reported to the subcommittee 
by these officials. The few exceptions, because of their special cir- 
cumstances, tended to strengthen the evidence of possible price-fixing. 
All this information was made available to the Justice Department for 
its grand jury investigation, and will not be discussed in detail in the 

resent report. Information obtained by the subcommittee from the 

ublic Health Service showing identical bids on hospital supplies 
and drugs other than polio vaccine has been included in the appendix 
of the October hearings. 


Progress of polio vaccination effort 
For more than a year after April 12, 1955, the demand for Salk 
vaccine greatly exceeded the supply. The problem was not so much 
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to promote the use of vaccine as to insure that the available supply 
was properly d listributed. However, increased production of vaccine 
gradually began to catch up with the immediate demand; on August 1, 
i956, the v olunt: ary alloc ‘ation program was terminated and supplies 
of vaccine became freely available. 

Many priv: ite organizations worked actively to promote the use of 
vaccine. The National Foundation for Infantile Paralysis, after 
completion of its succes pl 1955 vaccination program for first- and 
second-grade schoolchildren, continued to work vigorously in pro- 
moting wit pin phicay use of vaccine. A number of local medical socie- 
ties joined in this effort; a good example is the work of the North 
Carolina Medical Society, which is discussed in detail in the sub- 
committee’s March hearing. Many private corporations encouraged 
‘on the job” vaccination programs for their emplovees. 

The Public Health Service had concentrated its efforts on the supply 
and distribution of vaccine, with less attention being given to its 
actual use. Surgeon General Leroy Burney expressed the attitude 
of the Public Health Service in January 1957 in these words: “The 
planning of the programs was left to the States and most of them— 
very wisely, I believe—have passed on this responsibility to the local 
communities.” The methods used to stimulate increased vaccination 
varied widely in different areas. Effectiveness of programs was 
affected by such factors as the adequacy of local public health or- 
ganization and facilities, the amount of cooperation and assistance 
given by local medical groups and the interest and enthusiasm dis- 
played by civic groups. While its role necessarily had to be limited 
to giving leadership and assistance rather than making decisions, 
there was little evidence of any really vigorous attempt by the Public 
Health Service to stimulate use of vaccine in States where programs 
were lagging. For example, prior to the subcommittee hearing, the 
Service made no real effort to secure information about local vaccina- 
tion programs which had proved successful and to pass this knowledge 
on to other communities which might benetit from it. No attempt 
was made, also, to encouraze vaccination programs for Federal em- 
ployees who otherwise might not have received protection against 
polio. 

Cutback in vaccine production 

By the fall of 1956, vaccine use had dropped below production and 
a backlog of unsold vaccine began to accumulate. In Septeraber 
1956, only 4! million cubic centimeters of vaccine was used, as 
compared with more than 8 million cubie centimeters released that 
month; use of vaccine continued to drop during the next 2 months 
while releases of vaccine remained steady. After informing the Publie 
Health Service and receiving no objection, manufacturers cut back 
production. Due to the production time required for vaceine, the 
cutback was not immediately reflected in the amount of vaccine 
released. By January 1957 however, the amount of vaccine released 
by the major producer, li Lilly & Co., hed dropped to less that 
800.000 cubic centimeters; in June 1956 more than 14 million cubic 
centimeters of Lilly vaccine had been relea sed. It is impossibie to 
determime exactly how much vaccine was lost because of the voluntary 


cutback. However, the amount would unquestionably total many 
million cubie centimeters. The Pubtic Health Service did try to 
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stimulate use of vaccine, mostly through meetings and statements, 
but its efforts were too little and too late. 


Broadening of subcommittee investigation 


The subcommittee’s investigation had been concentrated on pro- 
curement of vaccine during the fall of 1956; when a large backlog of 
vaccine was built up and vaccinations lagged, the subcommittee 
investigation was extended to cover other activities of the Department 
of Health, Education, and Welfare. 

The inventory of unused vaccine reached 26 million cubic centi- 
meters by Januarv 1, 1957. During January, the American Medical 
Association decided to urge its members to participate actively in the 
nationwide vaceination effort; while all local medical societies did not 
fo llow w the lead of the national organization, the AMA’s action was an 
extre ly valuable contribution to the fight against polio. 

re late as March 6, 1957, the Surgeon General advised the House 
Committee on Interstate and Foreign Commerce that there was plenty 
of vaccine to meet the needs of the country. By March 21, when the 
subcommittee held a public hearing, it had become apparent that 
vaccine was again in short supply. 

On Mareh 28, on the basis of information obtained at its March 21 
hearing, the subcommittee made preliminary recommendations to the 
Department of Health, Education, and Welfare. (A copy of the 


recommendations and t the Department’s reply appear as exhibit 4 on 
pn. 28 Subsequent action was promptly taken by the Publie Health 
Service, to make improvements in most of the areas covered by the 


subcommittee’s recommendations 

There was one notable exception. The subcommittee recommended 
that prompt steps be taken to encourage establishment of appropriate 
polio vaccination programs for Feder al emplovees at their own expense. 
This prov cedure had previously been suggested by the chairman to the 
head of each Government department and agency 

The effectiveness of this method has been cleariv demonstrated by 
a vaccination program then planned and since carried out by Capitol 
Hill employees under the sponsorship of the Congressional Secretaries 
Club. The club obtained vaccine for about 63 cents per shot and 
paid the cost of administering it out of the club treasury. Each 
recipient paid $1, with the excess over the cost of the vaccine to be 
donated to the National Foundation for Infantile Paralysis. Under 
the guidanee of Miss Marie Warme, secretary to Congressman Miller 
of Nebraska and chairman of the club’s polio vaccination committee, 
more than 1,600 persons have akready received two polio shots. A 
check for $1,000 will be presented to the foundation later this month. 

At the hearing the Surgeon General expressed the belief that vacci- 
nation prozrams for Federal emplovees might be prohibited by Gov- 
ernmi regulations; he later decided that the programs were per- 
missible, in view of legislation (5 U.S. C. 150) specifically authoriz- 
ing preventive programs relating to health. On May 2, a printed 
staternent entitled “Program To Vaccinate Civilian Federal Employ- 
ees’ against ] eae myelitis was prepared by the Public Health Service. 
The “program” contained restrictions which would have made estab- 
lishment of offect ive programs extremely difficult. After a letter from 
the chairman to Secretary Folsom concerning the May 2 statement, 
a revised and much more workable policy statement was issued on 
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May 29. (Copies of the two statements and the chairman’s letter 
appear in the appendix as exhibit 5 on p. 32.) Employees of a num- 
ber of Federal agencies have now carried out successful vaccination 
programs; many more such programs are planned. 
Possible underfilling of vaccine vials 

The Public Health Service had been advised by the District of Co- 
lumbia Health Department in October 1956, that it was experiencing 
difficulty in obtaining a full 9 cubic centimeters of vaccine from a 
9-cubic-centimeter vial. At the time of the March bearing, the Public 
Health Service had taken no action with respect to this information, 
The subcommittee was informed by the Food and Drug Administra- 
tion, which normally makes checks to determine whether containers 
offered for sale are properly filled, that it does not examine products 
subject to licensing by the National Institutes of Health except on 
request from NIH; no such request bad been made concerning polio 
vaccine. In accordance with a request made by the subcommittee 
at the March 21 hearing, the Public Health Service made an inquiry 
to determine whether vaccine vials contained a sufficient overfill to 
permit withdrawal of the full labeled quantity. Public Health Serv- 
ice reported that, as a result of its investigation, vaccine manufac- 
turers had voluntarily made a slight increase in the amount of overfill 
being placed in vaccine vials. 


Enforcement activities 


Since the allocation system used for distributing polio vaccine until 
the end of July 1956 was voluntary, there were no penalties for viola- 
tion of its terms nor legal means for its enforcement. The Federal 
Government determined the amount of vaccine to go to each State by 
means of the agreed formula; responsibility for distribution within the 
State was left to State authorities. The Food and Drug Administra- 
tion does have a responsibility for preventing diversion of drugs such 
as polio vaccine into nonprescription channels. A New York County 
grand jury concluded on December 4, 1956, that substantial quantities 
of Salk vaccine had been sold in that county without prescription. 
Much of this vaccine went to Argentina where, it was reported, the 
black market price was as high as $300 per injection. Scattered reports 
were received of alleged illegal sales in other areas; however, the total 
amount of vaccine involved was fairly small. 

The Poliomyelitis Vaccination Assistance Act prohibited any means 
test in public agency programs using vaccine furnished by the Federal 
Government; although it does not appear that vaccine was actually 
refused, one State publicly announced that the vaccine was for the 
“medically indigent” without apparent objection from the Public 
Health Service. 


FINDINGS AND CONCLUSIONS 


I. The Department of Health, Education, and Welfare and the 
Public Health Service did not exercise a proper regard for economy 
and efficiency in handling more than $50 million in Federal funds 
appropriated for purchase of polio vaccine. 

(1) The Public Health Service paid prices ranging from 70 to 63 
cents per cubic centimeter for the polio vaccine it purchased. The 
National Foundation for Infantile Paralysis bought vaccine from the 
same manufacturers for 30 to 35 cents per cubic centimeter. (It 
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should be noted that the price to the foundation was intended to 
approximate cost and therefore would not include any profit.) 

(2) The Public Health Service, although it purchased millions of 
dollars worth of vaccine, received no quantity discount whatever. 
It paid the same price per cubic centimeter as a county hospital which 
bought only a few vials. 

(3) An Assistant Secretary of the Department of Health, Education, 
and Welfare assured a congressional committee that the Department 
considered prices of 79 to 85 cents per cubic centimeter for polio 
vaccine to be “reasonable.” The subcommittee hearings later 
revealed that the Department had made no attempt to determine the 
cost of producing the vaccine and that the assurance given to Congress 
was based on information obtained through a telephone call to a 
Washington drug distributor. It is particularly regrettable that the 
individual concerned, who came to the Department from a responsible 
position with a large private concern, did not display the same careful 
attitude toward spending of the taxpayers’ money that he undoubtedly 
must have evidenced toward the funds of his previous employer. 

(4) The chief purchasing officer of the Public Health Service spent 
millions of dollars for polio vaccine without making any attempt to 
determine the approximate production cost or the purchase price 
paid by the foundation. While this conduct was clearly negligent, 
it would be unfair to single the individual concerned out for criticism 
since the evidence indicates that his superiors knew the facts and 
neither objected to his actions nor recommended more prudent pro- 
cedures. 

(5) The Public Health Service made a formal finding that compe- 
tition was not possible in the awarding of some polio vaccine contracts. 
Under the circumstances, Public Health Service could have applied 
to the General Services Administration for permission to negotiate 
vaccine procurement contracts in accordance with provisions of the 
Federal Property and Administrative Services Act. Contracts 
negotiated under such authority would have contained a provision 
authorizing the Government to inspect company records to determine 
whether the price paid was excessive. However, no request for this 
authority was made, and the contracts awarded did not include a 
provision for inspection ef records. 

(6) Public Health Service officials testified that it was customary 
for the price of a new biological product to decline rapidly as the 
drug was produced in greater quantity. Despite this, and despite 
the fact that there had been two voluntary reductions in the price 
of polio vaccine in less than a year, the Public Health Service com- 
mitted itself to pay a firm price for polio vaccine for a full year. 

(7) Although it consistently received identical bids from all com- 
panies making polio vaccine, there is no evidence of any genuine 
attempt by the Public Health Service to secure competition prior to 
the subcommittee hearings. 

After the subcommittee’s October hearings, the Public Health 
Service made a number of attempts to obtain price reductions on polio 
vaccine, both through its own purchasing procedures and through the 
General Services Administration. No price reductions were secured 
at that time. While it does not appear that every possible avenue 
was explored, the steps taken seem reasonable in view of the Federal 
grand jury investigation of the situation which is currently being 
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made. In April and May 1957 the 5 manufacturers of polio vaccine 
made identical price reductions of approximately 6 cents per cubic 
centimeter. 

li. The Department of Health, Education, and Welfare and the 
Pubiic Heaith Service did not exercise proper precautions to guard 
against the possibility of antitrust law violations in their activities 
relatin g to polio vaccine. 

(1) A Federal statute calis for each agency head to report to the 
Justice Department bids which evidence any violation of the antitrust 
laws. A ruling of the Attorney General has held that identical bids 
are sufficient evidence of violation of the antitrust laws to warrant 
referral to the Justice Department. However, identical bids received 
on — vaccine had not been re ported | to the Justice Department up 
to the time of the subcommittee’s hearings. 

The Sherman antitrust law declares any contract, combination 
or conspiracy in restraint of interstate trade or commerce to be illegal, 
Although there would appear to be at least some danger that its 
voluntary allocation program might be in violation of the Sherman 
Act, the Department of Health, Education, and Welfare did not con- 
sult with the Justice Department as to whether the program was 
permissible, nor did it seek legislation exempting the allocation pro- 
gram from the antitrust laws. 

(3) The Department did consult with the Justice Department. re- 

garding precautions that should be taken to minimize the possibility 
of antitrust violations in connection with the use of advisory com- 
mittees and through conferences with manufacturers of polio vaccine, 
However, the advice of the Department that full and complete min- 
utes of meetings should be kept was not followed in very instance. 

Since the subcommittee’s October hearings, the Public Health 
Service has reported identical bids on polio vaccine to the Justice 
Department. The Public Health Service also reports that it has not 
used advisory committees in connection with the poliomyelitis pro- 
gram since the subcommittee’s hearings. 

Ii]. The Department of Justice did not take effective action against 
a possible price-fixing conspiracy in the saie of polio vaccine until 
after the subcommittee’s hearings. 

(1) An investigation of a possible price-fixing conspiracy in the 
ei of polio vaccine was begun by the Justice Department in April 
1955 and closed 1 n May 1955. No further investigation was made 
until after the October hearings of the subcommittee. 

(2) Although Justice Department officials conferred with the 
Department of Health, Education, and Welfare concerning antitrust 
questions involving the polio vaccination program, the Department of 

lealth, Education, and Welfare was not informed that an investiga- 
tion of possibie pric e-fixinge had been made. 

The Federal Trade Commission was informed by the Justice 
Department in April 1955 that the price-fixing investigation was being 
conducted; this had the effect of preventing a separate investigation of 
the subject by the Federal Trade Commission. The Justice Depart- 
ment did not inform the Federal Trade Commission that its investi- 
gation had been closed. 

(4) The Justice Department’s response to the subcommittee’s orig- 
inal request for information was hardly the most helpful possible 
under the circumstances. 
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(5) The Justice Department had not taken effective action to insure 
that identical bids were called to its attention by the Department of 
Health, Education, and Welfare. 

After the subcommittee’s October hearings, the Justice Depart- 
ment moved promptly to make a further investigation. In Febru- 
ary, @ Federal grand jury investigation cf a possible price-fixing 
conspiracy in the sale of polio vaccine was authorized. The grand 
jury met in April and June in Trenton, N. J., to subpena document- 
ary evidence. It will reconvene on Se ptember 17. Because of the 
legal requirement that grand jury proceedings be secret, the subcom- 
mittee is not in a position to evaluate the effectiveness of the investi- 
gation at this time. However, the personnel assigned to the investi- 
gation appear to be competent, thorough, and insofar as is legally 
possible, willing to cooperate fully with the subcommittee. 

IV. The subcommittee hearings and investigation disclosed evi- 
dence indicating a possiblity of a price-fixing conspiracy in the sale 
of polio vaccine. 

(1) State and Federal agencies purchasing polio vaccine received 
literally hundreds of identical bids throughout the country. Dis- 
counts were identical, and mp ign differentials were eliminated through 
the practice of bidding f. destination. Identical price changes 
were made by all companies within a few days of each other. 

(2) Polio vaccine prices exhibited an unusual resistance to the law 
of supply and demand. ‘Two voluntary price reductions were made 
by all companies in less than a year while the demand exceeded the 
supply. Prices then remained steady for more than a year even 
though the supply caught up with and exceeded the demand. 

(3) All information obtained by the subcommittee bearing on 
possible price-fixing was made available to the Department of Justice. 
The Department apparently felt that this evidence, together with 
information disclosed in its own futher investigation, was sufficient 
to warrant the convening of a Federal grand jury. 

V. The subcommittee’s hearings and investigation raised a ques- 
tion concerning the possibility of excessive charges being paid by 
Federal and State Governmenis in the purchase of polio vaccine. 

(1) Under Federal law (15 U. 5S. C. 15), any person injured by 
reason of anything forbidde n in the antitrust laws may sue for treble 
damages. A State is considered a “person” within the meaning of 
the Seay although the Federal Government . not. A separate statute 
(Public Law 137, 84th Cong.) gives the Federal Government the right 
to recover actual damages. Thus, if a price-fixing consp iracy were 
shown to exist in the sale of polio vaccine, any provable damages could 
be recovered. 

The measure of damages presumably would be the difference 
between the fixed price paid an ind a reasonable price. The subcommit- 
tee has not —— ed as yet to determine the production costs and 
profits of the v: rious companies producing vaccine since it is believed 


that this point will be covered in the grand j jury investigation. How- 
ever, the largest producer of vaccine, the Eli Lilly Co., increased its 
net profits by many millions of dollars during the period when vaccine 


sales became heavy. 

VI. The subcommittee hearings developed information raising a 
question of possible price fixing in connection with Federal purchases 
of other drugs and hospital supplies. Bids on these products ap- 
parently have often been identical to the fraction of a cent. 
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VII. The Public Health Service has a recognized responsibility to 
provide nationwide leadership in health programs; the leadership it 
provided in the polio vaccination program was unimaginative and 
lacked effectiveness. 

(1) The Public Health Service had no effective program to stimulate 
widespread use of vaccine after the supply caught up with the original 
demand. Some efforts were made to increase use of vaccine, consist- 
ing mostly of public statements and conferences, but they were not 
successful in maintaining use of vaccine at a high level. 

(2) When vaccine inventories began to accumulate in late 1956 with 
less than half the persons under 40 vaccinated, the Public Health 
Service still did not take vigorous and effective action to stimulate 
consumption. The Public Health Service made no objection to the 
cutback in production of vaccine which contributed greatly to a new 
shortage in the spring of 1957. 

(3) The Public Health Service has a general responsibility for the 
health of all Americans. It might also be regarded as the ‘company 
doctor” for Federal employees. However, the Public Health Service 
did not follow the example of many private concerns in encouraging 
appropriate on the job polio vaccination programs for the many em- 
ployees who otherwise might not receive the protection of the Salk 
vaccine. When the subcommittee proposed that vaccination pro- 
grams for Federal employees at their own expense be encouraged, the 
Public Health Service at first did more to hinder than to help. 

(4) The Public Health Service seemed to have a tendency to view 
its role in some respects as being merely a conduit for the transmission 
of money and vaccine, with all responsibility for the planning, opera- 
tion and success or failure of the actual vaccination programs being 
left solely to the States and localities without regard to the adequacy 
of local public health organizations and facilities. The subcommittee 
wishes to make clear that it regards local initiative and responsibility 
as essential and that it does not believe that the Public Health Service 
can or should make decisions for local authorities. However, more 
vigorous leadership and assistance from the Public Health Service 
might well have helped secure better results in areas where vaccina- 
tions were lagging. 

On March 30, 1957, the Public Health Service met with other 
interested organizations to develop a comprehensive plan designed 
to promote maximum utilization of polio vaccine. It is reported that 
a number of measures intended to stimulate use of vaccine will be taken 
as soon as vaccine becomes generally available. A policy statement 
by the Public Health Service which would have made establishment 
of vaccination programs for Federal employees very difficult has 
been reversed, and a number of programs have already been planned 
or carried out. The Public Health Service reports that it has used 
experience gained in the polio vaccine program to some extent in mak- 
ing plans to control the spread of Asiatic influenza. 

VIII. Much of the progress that has been made in the prevention of 
polio is due to the unselfish and effective work of private organizations. 

(1) The National Foundation for Infantile Paralysis, through the 
generous donations of countless private citizens, spent millions of 
dollars in financing the research that led to the development of the 
Salk vaccine. The foundation also arranged for the vaccination of 
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millions of first- and second-grade schoolchildren and has consistently 
led the way in encouraging widespread use of vaccine. 

(2) Although delayed, the commendable decision of the American 
Medical Association in January 1957 to urge its members to partic- 
ipate actively in the nationwide polio vaccination effort was an 
extremely valuable contribution to the fight against polio. Many 
local medical groups joined the antipolio campaign even before the 
national organization; in a few areas, local medical groups have yet 
to begin participating actively. 

(3) Private employers throughout the country, both large and 
small, have helped make it possible for their employees to receive 
the protection of Salk vaccine. Labor unions, employee associations, 
civic groups and many other organizations have made extremely 
valuable contributions to the success that has been achieved against 

olio. 

IX. The current temporary shortage of polio vaccine is due not 
so much to the lack of production capacity as to the failure to fully 
utilize available production capacity. Millions of cubic centimeters 
of vaccine were lost because of voluntary cutbacks in production 
during the fall of 1956. 

The Public Health Service has now taken action to encourage 
manufacturers to consistently maintain production at the maximum 
practicable rate. It is expected that the supply of vaccine will soon 
be adequate to meet the demand. 

X. While the subcommittee did not make an intensive study of the 
voluntary allocation program, it would appear that this program 
worked reasonably well in carrying out the purpose for which it was 
intended. However, it should be noted that the Public Health Service 
has no legal authority at present to establish priorities or control 
distribution of essential drugs in the event of a national emergency. 

XI. Some activities of the Public Health Service concerning 
collection and dissemination of information concerning polio have been 
consistently satisfactory. While deficiencies were noted in the 
accuracy and completeness of certain types of information, prompt 
action was taken to improve the situation in accordance with pre- 
liminary recommendations of the subcommittee. 

XII. During the period covered by the subcommittee’s investiga- 
tion, the Public Health Service appears to have tested vaccine for 
safety and potency carefully and effectively. However, the Service 
did not act promptly on information indicating a possibility that 
vaccine vials did not contain a sufficient overfill to permit consistent 
withdrawal of the labeled amount of vaccine. 

As a result of an investigation conducted by the Public Health 
Service at the subcommittee’s request, manufacturers voluntarily 
made a slight increase in the amount of overfill being placed in vials. 

XIIT. Substantial progress has been made in the fight against polio. 

According to figures released by the Surgeon General on August 
2, 68 million Americans have received at least 1 shot of vaccine and 
20 million have had all 3. Only 831 cases of paralytic polio were 
reported between January 1 and August 2, 1957, as compared with 
2,303 in the comparable period last year. 

XIV. The fight against polio is far from over. 

While the decline in cases of paralytic polio is extremely encouraging, 
it should be remembered that the incidence of polio varied widely from 
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year to year even before Salk vaccine was developed. Forty-one mil- 
lion individuals under 40 have still not received their first polio shot; 
another 48 million have had only 1 or 2 shots. The percentage of 
individuals vaccinated varies widely in different areas and localities. 

The Salk vaccine is a tremendous blessing to mankind. As might 
be expected, it is not perfect. The best information available indicates 
that Salk vaccine will give complete protection against paralytic 
polio to a very high percentage of individuals receiving three shots; 
a small minority, however, may still be susceptible to paralytic polio 
after being vaccinated. The vaccine gives protection only to the 
individuals receiving it; vaccinated persons though unharmed them- 
selves can still carry the polio and spread the disease to others, 
Furthermore, the length of time for which Salk vaccine confers protec- 
tion is not yet definitely known. 


RECOMMENDATIONS 


I. The subcommittee recommends that the Department of Health, 
Education, and Welfare and the Public Health Service make a 
thorough examination of their policies and procedures relating to 
procurement of drugs and hospital supplies and make such revisions 
as are necessary to ‘obtain proper economy and efficiency. 

In particular, the subcommittee recommends that— 

(1) careful estimates be made of the reasonable cost of all 
items being procured in quantity; 

(2) a determined effort be made to secure quantity discounts 
on all large purchases; 

(3) invitations for bids specify quantities and delivery dates 
whenever possible in order to secure more effective competition. 

II. The subcommittee recommends that the Department of Health, 
Education, and Welfare and the Public Health Service take more 
adequate precautions against the possibility of antitrust law violations 
in connection with procurement of drugs and hospital supplies. 

In particular, such additional steps as are necessary should be 
take to— 

(1) insure that all identical bids or other evidence of possible 
collusive bidding are promptly reported to the Justice Denart- 
ment 

(2) avoid the possibility of antitrust law violations in connec- 
tion with the use of advisory committees; 

(3) require prices to be quoted f. 0. b. factory rather than 
f. o. b. destination whenever feasible. 

lil. The subcommittee recommends that the Department of Justice 
take such additionai action as may be necessary to guard against the 
possibility of antitrust violations in connection with the Federal pro- 
curement and the commercial sale of drugs and hospital suppiies. 

In particular, the subcommittee recommends that 

(1) the diistecs Department continue its current grand jury 
investigation of possible price-fixing in the sale of polio vaccine 
until a thorough, comprehensive, and searching examination of 
all relevant facts has been made; 

(2) the Justice Department extend its present investigation or 
conduct a new investigation in order to determine whether there 
have been antitrust law violations in the sale of other drugs and 
hospital supplies; 
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(3) the Justice Department take such additional action as is 
necessary to insure that the various departments and agencies of 
the Federal Government are aware of the danger of antitrust law 
violations and that such departments and agencies promptly 
report evidence of violations to the Justice Department; 

(4) the Justice Department and the Federal Trade Commission 
establish more effective liaison procedures for the exchange of 
information concerning possible antitrust law violations. 

IV. The subcommittee recommends that the Department of Justice 
conduct a thorough investigation to determine whether excessive 
charges for polio vaccine have been paid by the Federal Government 
or State and local governments because of antitrust law violations. 
if so, the subcommittee recommends that prompt action be taken to 
recover or to assist State and local governments to recover any such 
excessive charges. 

V. The subcommittee recommends that the Public Health Service 
reexamine its policies and procedures relating to polio vaccine with the 
objective of providing the most effective leadership possible. 

in particular, the subcommittee recommends that— 

(1) the Public Health Service provide more vigorous encourage- 
ment and assistance to States and localities where vaccination 
programs have lagged. 

(2) the Public Health Service give continuing assistance in the 
establishment of appropriate polio vaccination programs for 
Federal employees. 

Vi. The subcommittee recommends that the Department of Health, 
Education, and Welfare and the Public Health Service, to the extent 
possible, prepare detailed advance plans for future emergency situ- 
ations which might occur because of war, epidemics, or development 
of new methods of preventing disease. 

The subcommittee particularly recommends that— 

(1) a thorough study be made to determine whether standby 
legal authority should be obtained for the allocation of essential 
drugs or other purposes in the event of a future emergency 
situation ; 

(2) in connection with such study, the Justice Department be 
asked to determine whether voluntary allocation programs are 
permissible under the antitrust laws. 

VII. The subcommittee recommends that the Public Health Service 
continue to encourage and assist research to develop even better 
methods of protection against polio. In making this recommendation, 
the subcommittee wishes to emphasize that the Salk vaccine is pres- 
ently the only safe and effective means available for preventing polio. 


APPENDIX 


Exuisit 1A 
SEPTEMBER 10, 1956. 
Mr. Wiiu1AM Roaers, 
Deputy Attorney General, 
United States Department of Justice, 
Washington, D. C. 

Dear Mr. Rogers: The Intergovernmental Relations Subcom- 
mittee is presently investigating procurement of polio vaccine by the 
Department of Health, Education, and Welfare. Our preliminary 
investigation has revealed information raising a question of possible 
violation of Federal antitrust statutes. Mr. Foote, of the Antitrust 
Division, has advised me that it would be necessary to submit a 
written inquiry in order to obtain any information from the Depart- 
ment of Justice. 

It would be appreciated if you will advise the subcommittee as 
soon as possible: 

1. Whether the Justice Department is presently investigating pro- 
curement of polio vaccine by the Federal Government. 

2. Whether the Justice Department has any information regarding 
the polio vaccine program which would assist the subcommittee in its 
investigation. 

Your cooperation in this matter will be appreciated and will, I am 
sure, be helpful to the subcommittee. 

James R. NavuGuron, 
Counsel, Intergovernmental Relations Subcommittee. 





Exuipit 1B 
SEPTEMBER 27, 1956. 
Mr. James R. Navucuron, 
Counsel, Intergovernmental Relations Subcommittee, 
House Office Building, Washington, D. C. 


Drar Mr. Naucuron: We have received your letter of Septem- 
ber 10, 1956, requesting that we advise the subcommittee whether 
the Department is presently investigating the procurement of polio 
vaccine by the Federal Government, and whether the Department 
has any information regarding the polio vaccine program which would 
assist the subcommittee in its investigation. 

The Department is not presently investigating the procurement of 
polio vaccine by the Federal Government. However, early in 1955 
the National Foundation for Infantile Paralysis, Inc., through its 
attorneys, O’Connor & Farber, of New York City, submitted a 
proposal to this Department under our railroad release program 
which related to the importation of rhesus monkeys from India and 
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their subsequent sale at cost to pharmaceutical concerns engaged in 
the production of poliomyelitis vaccine. 

This species of monkey is only available in India. Because of 
certain religious tenets of the Indian people, the Government of India 
would only grant the necessary export licenses provided the monkeys 
were used solely for medicinal and scientific research and the pro- 
duction of poliomyelitis vaccine. The national foundation proposed 
to act as agent for all users of these monkeys in the United States 
and to give assurances to India that its restrictions as to the use of 
the monkeys imported would be carried out. The foundation pro- 
posed to procure the monkeys from India and sell them at cost to the 
users. 

Others participating in this proposed program were the National 
Institutes of Health of the Public Health Services of the United 
States and six manufacturers of poliomyelitis vaccine. 

The program would be open to all who desired to participate in the 
plan and would not restrict the importation of monkeys from other 
possible sources. The program was limited to the importation of 
rhesus monkeys and in no way involved the production or sale of the 
vaccine by the pharmaceutical manufacturers. 

This Department granted the requested railroad release in our 
letter of June 30, 1955. That letter contains the following paragraph: 

‘“‘We have carefully considered your submission under this Depart- 
ment’s railroad-release program and have concluded that we would 
not institute criminal proceedings against the parties involved in the 
proposed ape solely because of the formation and operation of 
the contemplated program. This Department, however, always 
reserves the right to institute civil proceedings in the event that we 
decide that the legality of the submitted program should be tested. 
Moreover, if the program in actual operation results in activities 
beyond those set forth in your submission which raise questions under 
the antitrust laws, the Department of Justice reserves full freedom to 
proceed either civilly, criminally, or both, against any parties to such 
agreements, arrangements, or practices, including the parties to this 
agreement to the extent of their participation therein.” 

As of this date, no violations of the program have been brought to 
our attention. 

Sincerely, 
Wituram P. Rogers, 
Deputy Attorney General. 


Exuisit 2A 


OcToser 4, 1956, 
Mr. Joun W. Gwynne, 


Chairman, Federal Trade Commission, 
Washington, D. C. 

Dear Mr. Gwynne: The Intergovernmental Relations Subcom- 
mittee is investigating procurement of polio vaccine by theDepartment 
of Health, Education, and Welfare. We are particularly interested 
in ascertaining whether antitrust-law violations or unfair trade 
practices may ‘have occurred in connection with such procurement. 

It would be appreciated if you will advise the subcommittee: 
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1. (2) What investigations, if any, concerning polio vaccine are 
presently being carried on or have been conducted by the Federal 
Trade Commission and the results of such investigations? 

(6) In the event that no such investigations are being or have been 
conducted, the particular reason or reasons, if any, why such investiga- 
tions have not been conducted. In particular, if the Federal Trade 
Commission is not conducting or has not conducted such investigation 
because of notification that the Justice Department was conducting 
such investigation, please advise the subcommittee of the date and 
nature of such notification or notifications. 

2. Whether any complaints or other information indicating a 
possibility of antitrust law violations or unfair trade practices in con- 
nection with polio vaccine have been received by the Federal Trade 
Commission and the dates and nature of such complaints or infor- 
mation. 

Since the subcommittee expects to hold public hearings on the 
polio-vaccine program within the next few days and is endeavoring to 
ascertain immediately what witnesses should be called, it would be 
appreciated if you will furnish the above information to the subcom- 
mittee on October 4, 1956. 

It would be further appreciated if you will furnish the following 
information as soon as possible: 

1. What investigations, if any, bave been or are being carried out 
by the Federal Trade Commission concerning the following firms and 
the results of such investigations: Cutter Laboratories, Eli Lilly & 
Co., Pittman-Moore Co., Wyeth Laboratories, Parke, Davis, Sharpe 
Dohme, American Home Products Co., Merck & Co.? 

Your cooperation in this matter will be appreciated, and will be 
most hepful to the subcommittee. If there are any questions regard- 
ing the information desired by the subcommittee it would be appreci-, 
ated if you will contact Mr. James Naughton, counsel for the sub- 
committee. 

Sincerely, 
L. H. Fountarn, 
Chairman, Intergovernmental Relations Subcommittee. 


Exuisit 2B 
OcToBeR 4, 1956. 
Hon. L. H. Fountarn, 
Chairman, Intergovernmental Relations Subcommittee, 
House of Representatives, House Office Building, 
Washington, D. C. 

Drar ConcressMaNn Fountain: This is in reply to your letter of 
October 4, 1956, in which you express an interest in ascertaining 
whether the antitrust laws or statutes relating to unfair trade practices 
have been violated in connection with the procurement of polio 
vaccine by the Department of Health, Education, and Welfare. 

Answers to your specific questions are as follows: 

1. (a2) The Commission has not conducted and is not at present 
conducting any investigation concerning any producer or distributor 
of polio vaccine. 
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(b) No investigations have been or are being conducted, for two 
reasons: (1) The Commission has received no complaints by the 
public through the press or otherwise which have indicated that the 
producers or distributors of polio vaccine have been or are engaged 
in acts or practices which might appear to violate the statutes ad- 
ministered by the Commission. (2) On April 21, 1955, the Antitrust 
Division advised the Commission that it proposed to conduct two 
investigations involving Salk vaccine. The first allegations of a 
price-fixing conspiracy involving the producers thereof, namely, 
Eli Lilly & Co., Wyeth Laboratories, Parke, Davis & Co., Cutter 
Laboratories, Sharp & Dohme, Pittman-Moore Co. 

The second reason: The adoption of a resolution setting a price for 
a single inoculation of Salk vaccine allegedly involving the St. Louis 
Pediatric Society, St. Louis Mo., and its members. 

It is the joint policy of the Commission and the Department of 
Justice to avoid any duplication or overlapping of effort in those 
matters in which the two agencies may have concurrent jurisdiction. 
Such a policy is essential for these purposes and to prevent the un- 
necessary expenditure of public funds. Under this policy, if the Com- 
mission had received any complaints regarding price fixing or other 
restraints of trade by the producers of Salk vaccine, they would have 
been directly or indirectly referred to the Antitrust Division. 

2. As above indicated, no complaint or other information has been 
received with respect to polio vaccine which might indicate a violation 
of the antitrust laws or other statutes administered by the Commission. 

In accordance with an understanding between represenatives of the 
Commission and the representative of your committee, the additional 
information requested by your letter will be submitted as promptly 
as it may be compiled. 

Sincerely yours, 
Joun W. Gwynne, Chairman. 


Exareir 3 


House or REPRESENTATIVES, 
INTERGOVERNMENTAL RELATIONS SUBCOMMITTEE 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 


Washington, D. C., October 24, 1956. 
Hon. Jonn M. Parrerson, 


The Attorney General, 
State of Alabama, Montgomery, Ala. 

Dpar Mr. Parterson: The 84th Congress has made available 
more than $50 million in Federal funds for the purchase of Salk polio 
vaccine to be used in State vaccination programs. The United States 
Public Health Service, which disburses these funds, either furnishes 
vaccine to the various States or makes cash grants to the States for 
the purchase of vaccine. Over $3214 million has already been expended 
in this manner, and expenditures are continuing at the rate of about 
$750,000 per week. 

The Intergovernmental Relations Subcommittee is presently inves- 
tigating expenditure of Federal funds in connection with purchase of 
polio vaccine. Hearings on October 11 and 12, 1956, with other 
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information obtained by the subcommittee, have raised a serious ques- 
tion as to whether State and Federal Governments are being charged 
excessive prices for polio vaccine because of the possible existence of 
a price-fixing conspiracy in violation of the Sherman Antitrust Act, 
As you are no doubt aware, title 15, United States Code, section 15, 
provides that any person injured by reason of anything forbidden in 
the antitrust laws may sue lor treble damages. The Supreme Court 
has held that a State is a “person” within the meaning of this sec- 
tion. Since your State may have expended substantial sums for 
polio vaccine, I am, therefore, calling this matter to your attention 
so that you may be in a position to take such action as you deem 
warranted under the circumstances. 

I am enclosing a brief statement of background information on the 
polio vaccine program prepared by the subcommittee staff, together 
with a staff summary of some of the more important information 
obtained at our hearings. A complete transcript of the hearings will 
be furnished to you in the near future. 

It would be appreciated if you will advise the subcommittee of any 
information which may come to your attention relating to possible 
antitrust violations in the sale of polio vaccine, such as identical bids 
or pricing policies, etc. It will be most helpful to the subcommittee, 
also, if you will advise us whether your State has ever been able to 
purchase polio vaccine at a price lower than the price being paid b 
the Federal Government at the same time, with details of ao 
purchase, if any. (A table of Federal prices appears in the enclosed 
material.) 

If you desire additional information regarding this matter, it would 
be appreciated if you will contact Mr. James Naughton, counsel for 
the subcommittee, at the House Office Building or call National 
8-3120, extension 2075 or 2038. 

Sincerely, 
L. H. Founrarn, 
Chairman, Intergovernmental Relations Subcommittee. 





Exuisir 4A 
Marca 28, 1957. 
Hon. Marion B. Fousom, 
Secretary, Department of Health, Education, and Welfare, 
Washington, D. C. 
(Attention: Dr. Leroy E. Burney, Surgeon General.) 

Dear Mr. Secretary: In view of the necessity of prompt and 
effective action against polio in 1957, and because of the important 
meeting of representatives of the Public Health Service, State and 
Territorial health officers, the American Medical Association, and the 
National Foundation for Infantile Paralysis which has been called for 
Saturday, March 30, I have been authorized and directed by unani- 
mous resolution of the Intergovernmental Relations Subcommittee of 
the House Committee on Government Operations to present to you 
at this time certain preliminary recommendations based on our study 
to date of activities of the Department of Health, Education, and 
Welfare relating to the polio vaccination program. 
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The subcommittee recommends that the Department of Health, 
Education, and Welfare, through the Public Health Service— 

1. Take such steps as may be practicable to obtain more compre- 
hensive and accurate information concerning the polio vaccination 
situation. It is our belief that such further information would be 
particularly valuable concerning— 

(a2) The number of persons vaccinated and the number of 
persons in the susceptible age groups remaining unvaccinated in 
each State; 

(b) The nature and extent of local programs being planned to 
stimulate increased vaccination; 

The relative effectiveness of the various types of programs 
which have previously been used; 

(d) The current supply and expected production of vaccine. 

2. Undertake a more vigorous program to disseminate information 
concerning the polio-vaccine situation, giving particular emphasis to— 

(a) Periodic reports on progress in accomplishing vaccination 
of persons in susceptible age groups and the estimated number 
of persons remaining unvaccinated; 

(6) Publicizing the various methods which have been used 
successfully by private enterprise and by public and private 
organizations to promote polio vaccination; 

(c) Reports on the supply and expected availability of vaccine. 

3. Take all practicable steps to facilitate and encourage an in- 
crease in the available aupply of Salk vaccine. Efforts should be 
made, insofar as possible, to insure that production at the maximum 
practicable rate is achieved and maintained until society’s need for 
the vaccine has been fully met. 

4. Take prompt steps to encourage establishment by Federal agen- 
cies of low-cost polio vaccination programs for their emplovees at the 
place of work. Such programs could be set up on a standby basis to 
go into effect as soon as vaccine becomes available, thereby helping 
to encourage maximum production by giving manufecturers assurance 
of a continued market for vaccine. In localities where community- 
wide vaccination programs are being undertaken which inelude 
provision for on-the-job vaccination, programs for Federal employees 
could be coordinated with the local programs. 

5. In areas where vaccination of suscevtible persons has lagged, 
provide leade rship in the planning and development of mass immuniza- 
tion programs designed to encourage more widespread use of vaccine. 
Such programs should be encouraged for adults es well as children. 

6. Take active steps designed to achieve the maximum possible 
coordination in the operation of publie and private vaccination pro- 
grams, with particular emphssis on 
; a) Distributing available vaccine where it is most needed, 

with preference to those under 20 and expectant mothers so long 
as vaccine is in short supply. 

(b) Insuring that all vaecine produced is promptly used. 

Sincerely, 

L. H. Fountain, 
Chairman, Intergovernmental Relations Subcommittee. 


22015°—58 H. Rept., 85-1, vol. 7 29 
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Exuisit 4B 


DEPARTMENT OF HEALTH, EpucATION, AND WELFARE, 
Pusiic Heatta SERvIcE, 
April 15, 1957. 
Hon. L. H. Founrtarn, 
Chairman, Intergovernmental Relations Subcommittee of the 
Committee on Government Operations, House of Representatives. 

Dear Mr. CHatrman: Thank you for your letter of March 28, 
1957, which outlined preliminary recommendations of the Inter- 
governmental Relations Subcommittee concerning the poliomyelitis 
vaccination program. This letter was considered together with other 
matters by representatives of the Association of State and Territorial 
Health Officers, the American Medical Association, and the National 
Foundation for Infantile Paralysis in their meeting with us on March 
30, 1957. I am enlosing a release which was distributed immediately 
following the meeting. You will note that agreement by the 
representatives of these organizations was reached to undertake 
year-round campaigns to promote the use of the vaccine. Through 
this means the protection of the vaccine will not only be extended to 
many millions more who need it, but the manufacturers will be assisted 
in adjusting their production schedules. 

The decisions reached at this meeting, as they relate to the recom- 
me we ations of the subcommittee, are summarized below: 

Obtain more comprehensive and accurate intormation concerning 
ie ‘polio vaccination situation. 

I announced at the meeting on March 30 that staff members in each 
of our eight regional offices were being designated to spend their full 
time in the collection of information on State and local vaccination 
programs, progress, and needs. The personnel, working closely with 
State and local health officers, medical societies, and chapters of the 
National Foundation for Infantile Paralysis, will secure and make this 
informs tion available for program planning and evaluation purposes. 

You will be interested to know that during this past week a meeting 
was held with these representatives to acquaint them with the nature 
of the information which we are requesting. The names of those 
ay Ce have been supplied to the American Medical Association, 
the National Foundation for Infantile Paralysis, and the Association 
of State and Territorial Health Officers. Th ir State and county 
representatives W il thus have a ready point of :eference to guide them 
in the conduct of their campaigns. 

In addition, of course, we shall continue to receive from the vaccine 
manufacturers information on the current and anticipated supplies 
of vaccine. This information will be made available, as it has in the 
past, to those organizations and groups conducting vaccination pro- 
grams and to the general public. 

2. Undertake a more vigorous program to disseminate the informa- 
tion concerning the polio vaccination situation. 

As announced at the recent hearings before your subcommittee, 
we have discussed with the Advertising Council, Inc., a large-se vale 
promotional program to encourage the maintenance of a high level of 
vaccine demand throughout the fall and winter months. This is over 
and above, of course, our regular periodic public information releases 
ol current vaccination activities and the dissemination of information 
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on program plans and progress and other educational efforts being 
conducted by the Service. 

3. Facilitate and encourage an increase in the available supply of 
vaccine. 

As we stated in the recent hearings, the supply of vaccine available 
for the first 6 months of this year is predicted to be as large as the 
amount used for the entire year of 1956. Manufacturers have in- 
creased their production goals for vaccine to be available during the 
summer. An earlier increase in production is impossible, as vou 
know, because the manufacturing and testing processes require from 
4 to 5 months to complete. 

We are advising the manufacturers of the promotional compaigns 
to be conducted by the Public Health Service, National Foundation 
for Infantile Paralysis, and American Medical Association in the fall 
and asking them to reevaluate their present production estimates for 
the fall and winter months in reiation to these plans. 

Within the next few months we will meet again with the representa- 
tives of these organizations to plan our promotional activities for the 
first months of next year. Details of these plans will also be made 
available to the manufacturers to aid them in scheduling their pro- 
duction for that period. 

4. Encourage establishment of low-cost vaccination programs for 
Federal employees at their place of work. 

Representatives of the three groups who met with us on March 30, 
after considering the subcommittee recommendations, phrased their 
recommendation as follows: 

“Under the continued leadership of the Nation’s health services, 
the National, State, and local medical societies, and the National 
Foundation for Infantile Paralysis, local vaccination programs have 
bee n developed to parte vaccinations for all social, economic, and 
worker groups. Federal e mployees are urged to participate in these 
programs as members of the community. Employees of Federal 
agencies should receive the same consideration in obtaining vaccina- 
tion as other citizens of the community. Wherever the pattern of 
practice involves provision of vaccination at places of employment, 
Federal agencies should be encouraged to work out arrangements with 
local health departments and local medical societies which will most 
effectively provide opportunity for vaccination of Federal employees 
while minimizing time lost from their work.” 

This recommendation, as well as the recommendation made by your 
committee on this subject are being studied by the Public Health 
Service in consultation with the Civil Service Commission. We hope 
that a means for including Federal employees in vaccination programs 
can be worked out which will be satisfactory to all interested groups. 

5. Provide leadership in planning and development of mass immu- 
nization programs for adults and children where vaccinations have 
agged. 

The Public Health Service will continue to provide leadership 
in the planning and development of vaccination programs through its 
informational activities, through its consultative services, and through 
the loan of personnel to States on request. These activities will 
continue to be directed toward securing the most ranid and widespread 
use of vaccine through all possible methods of vaccination administra- 
tion consistent with State and local practices. For the time being, 
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our efforts will be concentrated on promoting use of vaccine among 
individuals under 20 years of age and expectant mothers. Our 
promotional efforts for vaccination of adults is being held in abeyance 
pending the availability of more adequate vaccine supplies. 

6. Take steps to achieve maximum coordination between public 
and private vaccination programs. 

We have requested the manufacturers to give preference in the 
shipment of vaccine to those States where vaccination programs are 
concentrated on the under-20 age group and expectant mothers and 
where vaccination plans are in such a condition of readiness as to 
insure rapid utilization of the vaccine. We have also requested the 
vaccine manufacturers to maintain commercial supplies of vaccine in 
those States where vaccine is being sold to public agencies in order to 
assure that individuals may receive vaccination through either 
public or private channels. 

Through our data collection plans described earlier in this letter we 
will be able to maintain intelligence on these matters. 

I am also attaching for your information a copy of a letter which has 
been sent to Congressman John Bell Williams, chairman of the Sub- 
committee on Health and Science of the Interstate and Foreign Com- 
merce Committee, in response to a request from him for information 
on the results of our survey of the volume of vaccine in vials of polio- 
myelitis vaccine. 

Sincerely yours, 
L. E. Burney, Surgeon General. 


Exuisit 5A 


— . mm 7 TOT AN r r Torn . er ‘ . ” 
DeparTMENT OF HEALTH, EpucaTtion, AND WELFARE, Pusiic HEALTH 
SERVICE 


PROGRAM TO VACCINATE CIVILAIN FEDERAL EMPLOYEES AGAINST 
POLIOMYELITIS 


The Public Health Service, Department of Health, Education, and 
Welfare, recommends that Federal departments and agencies be 
guided by the following principles in achieving vaccination of their 
civilian employees against polio. 

A. Recommended department and agency actions 

1. Carry out a program to urge civilian employees to seek im- 
mediate vaccination for all members of their families who are under 
20 years of age or who are pregnant. 

2. Carry out program to inform and motivate employees between 
20 and 40 years of age to seek vaccination when supplies become 
available. 

3. Cooperate in arrangements, where feasible and in accord with 
public health and medical practices of the locality, to bring com- 
munity vaccination programs into the place of work. 


B. Recommended policy guidelines 


1. Vaccination against poliomyelitis is recommended for individuals 
of all ages, especially those under 40 years of age and pregnant women. 
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. Until vaccine supplies become adequate for communitywide pro- 
gr ams for the age groups over 20, Federal agencies should defer 
intensiv e employee programs. 

In the meantime, agencies should organize their campaigns to 
carry out actions sugge sted in paragraph A. 

4. Employees should be urged to look to their private physicians 
as the primary resource for personal preventive health measures such 
as polio vaccination. ‘They should be informed concerning community 
programs for ‘‘mass’” immunization for which they and their depend- 
iy may be eligible. 

. Appropri iated funds should not be used to purchase poliomyelitis 
vaccine for civilian employees or to bear the cost of physician services 
required for its injection, except for employees whose work entails an 
unusual risk of poliomyelitis (virus laboratory workers, hospital staffs, 
pe re going overseas, etc.). 

Agenci ies which have employ ee health programs under authoriza- 
Pe: of Public Law 658 of the 79th Congress, as amended, may appro- 
priately assign to the health unit staff responsibility for coordination 
of P activities enumerated in paragraph A. 

. Physical facilities of the health unit or other appropriate agency 
iia e may be made available for poliomyelitis vaccination programs. 

8. Vaccination should be performed only when a physician licensed 
to practice medicine in the community takes the responsibility. ‘This 
is essential to protect the individual from any untoward reaction 
which may result due to his total health status (i. e., existing sensitivity 
resulting in allergic phenomena; incipient health disorders; etc.). 
Health unit nurses may assist at the direction of such a licensed 
physician. 

The cost of vaccination offered at the place of work will be deter- 
mined in accord with whatever agreement is reached with the supplier 
of the medical services (practicing physician, the local medical society, 
or health department). 

Advice and assistance in planning and carrying out this program 
may be obtained from Public Health Service personnel in Department 
of Health, Education, and Welfare regional offices or from Federal 
Employee Health Branch, Public Health Service, Washington 25, 
D.C. The Public Health Service assistance will be limited to guid- 
ance in planning programs consistent with these guidelines, consulta- 
tion on health information materials and technics, and help in identify- 
ing community programs and avenues for negotiation to extend them 
into the place of employment. 

May 2, 1957. 


Exuisir 5B 
May 19, 1957 


Hon. Marion B. Fotsom, 
Secretary, Department of Health, Education, and Welfare, 
Washington, D. C. 

Dear Mr. Secretary: On May 2, the Public Health Service 
issued a policy statement concerning Federal vaccination programs. 
This statement recommends that Federal departments and agencies 
“urge * * * inform and motivate” employees to seek vaccination 
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against polio. While the statement suggests cooperation with local 
vaccination programs, it unfortunately makes no provision for stimu- 
lation of “‘on the job” vaccination programs in areas like Washington 
where no effective local programs are in existence or, to my knowledge, 
even planned. Furthermore, the statement contains a number of 
recommended policy guidelines which are subject to interpretations 
that might seriously hamper the establishment of vaccination pro- 
grams for Federal employees. In fact, after a careful study of the 
statement, it is my personal opinion that if any substantial number of 
Federal employees are vaccinated against polio this year it will not be 
because of the program recommended by the Public Health Service, 
but in spite of it. 

In view of your longtime interest in the health and welfare of our 
people and your association in private industry with a company which 
has the reputation of showing particular concern for the well-being 
of its employees, | feel certain that you have not seen or approved the 
May 2 statement of the Public Health Service. 

If the present problem involved only the question of whether 
employees receive polio vaccination on the job or in a doctor’s office, 
it would not concern me. However, it has become only too clear 
that many, if not most, employees who do not receive polio shots 
through programs at their place of work will not receive shots at all. 
And, inevitably, some of those who are not vaccinated will contract 
polio. Hundreds of private corporations have recognized this, and 
have already acted to help their employees obtain protection against 
polio. If the policy statement is an accurate reflection of its position, 
I’m afraid the Public Health Service has completely failed to demon- 
strate an equal concern for the health of Federal employees. 

Effective employee vaccination programs are both possible and 
practicable. They need not and should not cause additional expense 
to the taxpayers. Employees will participate in them willingly and 

sagerly if given the opportunity. All of this was demonstrated by our 
own polio vaccination program for ( Capitol Hill employees. This 
program was sponsored last week by the Congressional Secretaries’ 
Club, an employee organization. It was planned and promoted by 
the employees themselves, without any prior experience or special 
qualifications in this field. More than 1,600 persons received polio 
shots in 3 days, pay ing $1 per person. The Congressional Secretaries’ 
Club paid all other necessary costs out of the club treasury, and 37 
cents of each dollar paid by the person vaccinate ‘d will be donated to 
the National Found: ation for Infantile Paralysis. 

[ must state very frankly that I am both disappointed and shocked 
at the continuing lack of effective action by most Federal agencies in 
stimulating vaccination programs. The Public Health Service has 
important responsibilities in protecting the health of Federal em- 
plovees: I’m afraid it offered no effective leadership in assisting them to 
obtain protection against polio. On the contrary, a number of agen- 
cies have cited Public Health Service recommendations as their rea- 
son for not taking more vigorous action. 

I urge vou to carefully examine the position taken by the Public 
Health Service on employee vaccination programs and to insist that 
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more realistic and effective recommendations be made. I should 
appreciate it if you will advise me not later than May 31, as to the 
changes, if any, you feel can be made. 
Sine erely, 
L. H. Fountain, 
Chairman, Intergovernmental Relations Subcommittee. 
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DepPARTMENT oF Heatran, Epucation, AND WELFARE, Pusiic Heaura 
SERVICE 


RECOMMENDATIONS WITH RESPECT TO VACCINATIONS OF CIVILIAN 
FEDERAL EMPLOYEES AGAINST POLIOMYELITIS 


In accordance with Public Law 658, 79th Congress, as amended, the 
Public Health Service, Department of Health, Education, and Welfare, 
recommends that Federal departments and agencies be guided by the 
following principles in promoting vaccination of their civilian em- 
ployees against polio. 

A. Recommended policy guidelines 
Vaccination against poliomyelitis is recommended for all persons 
under 40 years of age. 

2. Priority should be given to those under 20 and pregnant women. 
Until vaccine supplies become adequate for communitywide programs 


for this priority group, Federal agencies should defer intensive 
employee programs. 
B. Recommended department and agency actions 

1. Urge civilian employees to seek immediate vaccination for all 
members of their families who are under 20 years of aze or who are 
pregnant 

2. Encourage all employees under 40 years of age to seek vaccina- 
tion as supplies become available for use outside the priority group. 
They should be informed concerning community programs for “‘mass”’ 
immunization for which they and their depende nts may be eligible. 

3. Wherever feasible, cooperate as an employer with respect to 
Federal employees, to bring community vaccination programs into 
the place of employment. 

1. Where employee health units for Government employees exist, 

the agencies responsible for these units are encouraged to work out, 
in cooperation with the local medical socicty and health department, 
a plan for the general vaccination of all employees who desire it, 
through the facilities and personnel of the employees health unit. and 
under the supervision of a licensed physician. 
5. Agencies may appropriately purchase poliomyelitis vaccine for 
civilian employees whose work entails an unusual risk of poliomyelitis 
(virus laboratory workers, hospital staffs. personnel going overseas, 
etc.) 

Where funds are not available to a vaccine for employees 
generally—as will commonly be the case—other arrangements may 
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be made for employees to purchase the vaccine for group immunization 
programs. 

Advice and assistance in planning and carrying out this program 
may be obtained from Public Health Service personnel in the Depart- 
ment of Health, Education, and Welfare regional offices or from 
Federal Employee Health Branch, Public Health Service, Washington 
25, D.C. The Public Health Service will provide guidance in plan- 
ning programs consistent with these guidelines, consultation on health 
information materials and techniques, and help in identifying com- 
munity programs and avenues for negotiation to extend them into the 
place of employment. The Public Health Service will not attempt to 
advise on matters of legal responsibility or authority. 

May 29, 1957. 
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LETTER OF TRANSMITTAL 


House oF REPRESENTATIVES, 
Washington, D. C., August 16, 1957. 
Hon. Sam Raysurn, 
Speaker of the House of Representatives, 
Washington, D.C. 

Dear Mr. Speaker: By direction of the Committee on Government 
Operations, I submit herewith the committee’s sixteenth report to the 
85th Congress. The committee’s report is based on a study made by 
its Public Works and Resources Subcommittee. 

Wiuuiam L. Dawson, Chairman. 
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Aucust 16, 1957.—Committed to the Committee of the Whole House on the 
State of the Union and ordered to be printed 


Mr. Dawson, from the Committee on Government Operations, 
submitted the following 


SIXTEENTH REPORT 


On August 14, 1957, the Committee on Government Operations 
had before it for consideration a report from its Subcommittee on 
Public Works and Resources entitled “Army-Interior Reservoir Land 
Acquisition Policy.” 

After full consideration of the report as submitted by the sub- 
committee, upon motion made and seconded, the report was approved 
and adopted as the report of the full committee. The chairman was 
directed to transmit a copy to the Speaker of the House. 


PRELIMINARY STATEMENT 


On October 12, 1953, the Department of the Army and the Depart- 
ment of the Interior simultaneously announced the adoption of a 
joint policy for land acquisition on reservoir projects. The new joint 
policy significantly changed the previous land acquisition policy of 
the Army’s Corps of Engineers, and modified, although less sub- 
stantially, the previous land acquisition policy of the Interior Depart- 
ment’s Bureau of Reclamation. 

The new policy was adopted by the two Departments without 
public hearings, without any prior public announcement that a revision 
of the policy was being considered, and without consultation with 
representatives of grouns interested in fish and wildlife, recreation, 
and conservation aspects of reservoir projects. Although the policy 
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was adopted on October 12, 1953, its provisions were not published 
in the Federal Register until January 21, 1954.1 

As the policy, and the results of its application, gradually became 
known, protests began to arise from various sources. As early as 
December 8, 1953, the Advisory Committee on Conservation, a 
group of outstanding conservation experts appointed by the Secretary 
of the Interior to advise on conservation matters, notified him: 


’ 


* * * that portions of the joint policy statement are in 

direct conflict with the spirit and intent of Public Law 732 

of the 79th Congress, and that it represents abandonment 

by the Department of the Interior of its historic and legal 

obligation to safeguard wildlife and recreational resources. 

We oppose what appears to be a proposal to retrograde wild- 

life, forests, and recreation to the status of incidental in- 

terests. 

On June 20, 1954, the National Wildlife Federation, in a resolution 
which Congressman John P. Saylor (Republican, Pennsylvania) 


lauded in his statement in the Congressional Record,? charged as 
follows: 


Under the present policy the general public will be denied 
the enjoyment of recreation and wildlife values reasonably 
incident to a coordinated and comprehensive development 
of such projects. On the contrary the greatly enhanced 
benefits and increased land values will accrue not to the 
public, but to the riparian owners of contiguous land. 

Charges were also made that the new policy was increasing, rather 
than decreasing, the overall costs to the Government, that it was 
impairing the efficiency of operation of the reservoirs, and that it was 
inconsistent with the laws of Congress. 

Accordingly, the Public Works and Resources Subcommittee of this 
committee undertook an extensive study of the joint policy, its devel- 
opment, and its effects. Public hearings were held over a period 
extending from June 4 through July 2, 1957; and testimony was 
received from present and former officials of the Departments of the 
Army and Interior, including the Corps of Engineers, the Bureau of 
Reclamation, and the Fish and Wildlife Service. Many statements 
were received from interested persons throughout the country. The 
policy was vigorously attacked by many of the witnesses, including 
Congressman William H. Avery (Republican of Kansas), by repre- 
sentatives of various State departments and commissions concerned 
with fish, game, parks, and forests, and by representatives of various 
private conservation and recreation organizations. Also, thoughtful 
suggestions designed to minimize the effect of land acquisition on 
commercial forest operations were recommended by representatives 
of forest industries and other business associations. 





' The joint policy was published on January 21, 1954, in the orm of an [nterior Department order, No. 
2744, dated January 13, 1954 (19 Federal Register 381; 43 Code of Federal Regulations, part 8). The joint 
policy was later republished without change in the Federal Register of December 23, 1954 (19 F. R. 8845), 
as part of a general republication of the Interior Department regulations. It has not yet been published in 


either the Federal Register or the Code of Federal Regulations as a part of the regulations of the Depart- 
ment of the Army 


2 102 Congressional Record 14601 (July 25, 1926) 
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CONCLUSIONS 


1. The Joint Land Acquisition Policy adopted on October 12, 1953, 
by the Department of the Army and the Department of the Interior 
aflects many substantial and diverse interests. The joint policy dras- 
tically revised the reservoir land acquisition policy of the Corps of 
Engineers. 

2. ‘The Department of the Interior has largely avoided the adverse 
effects of the joint policy by greater flexibility in acquisition of fee 
land through extensive blocking out of real-estate lines, by greater 
utilization of withdrawn public land, and by more careful attention 
to, and cooperation with, the Fish and Wildlife Service recom- 
mendations. 

The joint policy was adopted both in the Department of the 
Army and in the Department of the Interior without advance public 
notice or hearings, and with inadequate or no consultation with offi- 
cials expert in conservation matters. The committee believes that 
adequate notice to, and consultation with, the interested publie should 
have preceded adoption of the joint policy and its basic changes in 
land acquisition of the Corps of Engineers, particularly since there 
was no emergency requiring immediate action. 

4, Contrary to the claim by Secretary of the Army Robert T. 
Stevens and Secretary of the Interior Douglas McKay, who adopted 
the joint land acquisition policy, it has actually proved to be sub- 
stantially more costly to the Government than the former policy. 
The flowage easement interest now obtained by the Corps of Engineers 
under the joint policy is much more limited, and fails to give the 
Government all needed rights and protection. Although the price 
paid for the very limited flowage easement acquired under the new 
polic; vy is somewhat less than the price paid for fee simple title, the 
additional administrative costs have eliminated much of the monetary 
savings; and the small amount of savings is heavily outweighed by the 
substantis atl losses to the public interest resulting from impairment of 
the corps’ ability to control and alter reservoir operations, and the 
losses in conservation and recreation opportunities available at 
reservoirs. 

The joint policy has a detrimental effect upon conservation and 
public recreation, and so markedly reduces the ability of the Corps of 
Engineers to make fully available to the public the conservation and 
recreation values of the project area as to constitute an evasion of the 
mandates of Congress expressed in section 4 of the Flood Control Act 
of 1944, as amended, and section 3 of the Coordination Act of August 
14, 1946. 

Although acquisition of flowage easements under the joint policy 
permits local taxing units to obtain a small amount of tax revenue 
from the residual private interest in the lands, the net effect of the 
joint policy is to reduce total revenues to the States and local govern- 
ments and to make it more expensive, if not impossible, for States and 
local agencies to provide recreation and wildlife facilities because of 
lack of reasonably priced reservoir lands. 

The joint policy was instituted over the protests of many top 
officials of the Corps of Engineers. !ts sdoption was largely motivated 
and accelerated by the pressures of one man, namely, Mr. Sid Richard- 
son, a wealthv and influential oil man of Texas, who owned lands at 
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Benbrook Reservoir, Tex., and who influenced high officials, including 
the Secretary of the Army and the President, to seek to change the 
land acquisition policy in a way which would directly benefit Mr. 
pga Nts 

The application of the joint policy to projects where land acqui- 
sition was only partially completed has resulted in gross discrimination 
between owners whose lands the corps had already acquired and own- 
ers of other lands where the purehs ase or condemnation proceedings 
had not yet been completed. The effect of the joint policy has thus 
been to pli ice Congress in the difficult position of either acquiescing 
in discrimination or acting to give away to private interests lands which 
should be available for all project needs including conservation and 
recreational needs of the general public. 

9. The flowage easements obtained by the Corps of Engineers are 
inadequatelv drafted and do not properly protect the Government’s 
interest. Thev leave the Government potentially liable for damages 
to which the Government ought not to be subjected, and thev fail to 
confer upon the Government even those rights which the Government 
ought to have under flowage easements. 

10. The substantial increase in actual costs over the appraisals of 
the Corps of Engineers, which is considerably larger in the acquisi- 
tion of easement lands than it is with respect to fee lands, indicates 
that the corps’ appraisal techniques, particularly with respect to 
easement lands, are inadequate and should be critically reviewed and 
their deficiencies corrected. 

The easement policy subjects the Corps of Engineers to unde- 
sirable potential obstruction of effective operation of its reservoirs, 
both presently and in the future. 

12. Certain proposals to further weaken the joint policy, which 
were urged by former Deputy Secretary of Defense Robert B. Ander- 
son of Texas (now Secretary of the Treasury), were contrary to the 
public interest and, if they had been adopted. would clearly have been 
contrary to law. Those proposals were substantially the same as 
those which Mr. Richardson urged be applied to his lands at the Ben- 
brook Reservoir in Texas, 

13. Mr. Sid Richardson has for several years been removing large 
and valuable quantities of gravel from lands to which the United 
States has title. Also, because the Department of Justice has not 
taken adequate action to secure final judicial action in the condemna- 
tion proceedings against Mr. Richardson’s land, the Government does 
not have the same degree of possession with respect to the former 
Richardson tract that the Government has with respect to other 
Government-owned lands around the Benbrook Reservoir, and Mr. 
Richardson has, in effect, a private shoreline that no other landowner 
has at the reservoir. 


PRINCIPAL RECOMMENDATIONS 


The joint policy of October 12, 1953, should be revoked. The 
aee policy should be reinstated to provide for general fee taking 
to the project flood line, and acquisition of lands above thet flood 
control pool should be restricted to the minimum consistent with sound 
real estate practice and authorized public purposes. 

In planning reservoir land acquisition, the Corps of Engineers 
and the Bureau of Reclamation should seek to make fully available 
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the maximum conservational and recreational values inherent in their 
reservoir projects, as well as to provide for maximum operational 
flexibility. The Corps of Engineers in particular should, while con- 
sidering the immediate financial aspects, give increased recognition 
to the long-range needs of the Nation for the conservation and full 
development of natural resources and the recreation potentialities 
of the proposed project when determining whether to adopt, in the 
project plans presented to Congress, the recommendations of the 
United States Fish and Wildlife Service for measures to preserve and 
develop fish and wildlife resources. 

3. In addition to restoration of the previous land acquisition policy, 
the Coordination Act of August 14, 1946, which faeilitates eoordina- 
tion of fish and wildlife conservation, should be broadened and ex- 
tended in accordance with the general objectives of the amendments 
that have been endorsed by the conservation officials of all 48 States 
and are now embodied in H. R. 8747 and H. R. 8631 of the 85th 
Congress. 

4. To facilitate the Government’s utilization of such easements as 
are appropriate for acquisition (as in the remote stretches of the reser- 
voir and in other exceptional circumstances), the easement language 
used by the Corps of Engineers and the Bureau of Reclamation should 
be revised. The Corps of Engineers, in particular, should correct the 
deficiencies in its present easement language, and the Bureau of Recla- 
mation should reexamine the diverse easement language used in its 
severa! regions and make that language as nearly uniform as possible. 
Both agencies in making their revisions of easement language should 
do so with the objective of obtaining for the Government the interests 
and protection necessary for all project purposes. 

5. The Department of the Army, the Department of Agricuiture, 
and the Department of the Interior should jointly study, and report 
back to this committee not later than March 1, 1958, as to the practi- 
cabilitv of effecting exchanges of Government forest lands for private 
forest lands acquired for reservoir projects. In any such exchange 
procedure, the agency having primary jurisdiction over the public 
forest land should have the right to determine whether or not the 
exchange should be made; the exchange should adequately protect 
watersheds and public hunting and fishing; only comparable tvpes of 
forest lands should be exchanged, and only on the basis of equal 
values; timberlands in parks, wildlife refuges, and military and Indian 
reservations should not be used for such exchanges; and the public 
interest should be fully protected by such other conditions as may be 
necessary. 

6. The Corps of Engineers should more effectively utilize its author- 
ity under section 4 of the 1944 Flood Control Act, as amended, to 
facilitate the economical harvesting of timber in reservoir areas the 
cutting of which would not impair the basic purposes specified in that 
section 4. 

7. The Department of Justice should take prompt action to obtain 
full possession of the condemned Richardson tract at the Benbrook 
project and a judicial determination of damages for the gravel which 
he has removed therefrom, 
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NARRATIVE STATEMENT 


OF THE ARMY AND INTERIOR 


The joint policy of October 12, 1953, as it was subsequently pub- 
lished in the Federal Register of January 21, 1954, reads as follows: 


Subject: Joint policy for land acquisition on reservoir 
projects—Department of the Interior-Department of the 
Army 

Lands to be acquired in fee-—The fee title will be 
acquired to the following lands: 

(2) Lands necessary for permanent structures. 

(b) Lands below the top of the pool elevation for storing 
water for navigation, power, irrigation and other conservation 
purposes. 

(c) Fee title in general will be acquired to all land 300 feet 
horizontally from the edge of the conservation pool described 
in paragraph 1 (b). In those projects where the topography 
is precipitous, or where the topography is unusually flat, and 
where such discretionary action is desirable, fee title may be 
acquired to those lands which are included in the 5-year flood 
frequency rather than 300 feet horizontally. 

(d) Additional lands which may be needed to provide for 
limited public use and reasonable access in accordance with 
applicable laws, or for operation and maintenance of the 
project. 

(e) Lands covered by the exception noted in paragraph 
2 (f). 

8.2. Lands for which easements are to be acquired.—Ease- 
ments will be acquired to the following lands: 

(a) Additional reservoir lands needed for flowage in 
ae areas above those described in paragraph 1 (c). 

(6) Lands in reservoir areas of navigation “only projects. 

(c) Lands in reservoir areas of flood control only projects 
which do not provide conservation pools. 

(d) Lands required for a relatively short time for tem- 
porary structures or for use during the construction period 
only. 

(e) Easements may be acquired for lands in the zone as 
defined in paragraph 1 (c) above the conservation pool, and 
which are in remote areas of the reservoir or which had pre- 
viously been subject to frequent inundation, where it is de- 
termined that fee title is not required. 

(f) Fee title may be taken as necessary where it is to the 
financial advantage of the Government to acquire fee rather 
than easement, and in special cases to prevent hardship. 

8.3. Blocking out.—In land acquired in fee, blocking out 
will be accomplished in accordance with sound real-estate 
practices, for example, on minor sectional subdivision lines; 
and, normally, land will not be acquired to avoid severance 
damece if the owner will waive such damage. Tor lands 
acquired in easement, close tangents av be used in the upper 
limit of the easement-held lands; the final essement taking 
line thereof should generally follow the upper flood line when 
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elevation differences are not significant. Tangents will not 
be refined to the point they are economically disadvantage- 
ous. If more economical, easements may be secured on the 
basis of the right to flood to a prescribed elevation rather 
than to block out the upper flood line. 

8.4. Mineral rights —Mineral, oil and gas rights will not 
be acquired where the owner objects or where a substantial 
additional cost would be involved, except where mineral 
development would interfere with operation of the project or 
except where required by the provisions of the Atomic Energy 
Act. Mineral rights not acquired will be subordinated to the 
Government’s right to regulate their development in a 
manner that will not interfere with the primary purposes. 

8.5 Buildings —Buildings for human occupancy as well as 
other structures which would interfere with the operation of 
the project for its primary purposes would be prohibited in 
the reservoir areas on lands for which an easement is acquired. 

8.6. Acquisition of lands for collateral purposes.—Except as 
authorized by law, no title to land will be acquired for pur- 
poses of preservation of wildlife or forests, restoration or 
replacement of such values destroyed by reservoirs or for 
creating additional values of like nature, or for recreational 
purposes. 

8.7. Application of policy —The policy set forth herein will 
govern the determination as to acquisition of any tract on 
which title to the United States has not been vested or a 
final judgment in condemnation has not been entered except 
for projects on which the land acquisition program has pro- 
gressed to the point where application of the policy would 
be unreasonable or to the distinct disadvantage of the United 
States or to the general public. The application of the 
principles and criteria outlined above to lands already ac- 
quired for reservoir projects by disposal of fee title to former 
owners will require Federal legislation. Flowage easements 
will be retained where necessary. All other lands rendered 
surplus by this policy will continue to be disposed of in 
accordance with existing laws. 


The joint policy changed the previous policies of the Departments 
of the Army and Interior in several important respects: 
Corps of Engineers 

Under its prior policy of land acquisition for reservoir projects, 
the corps acquired fee title not only to the lands to be permanently 
inundated or to be used for permanent structures, but also to most 
of the reservoir area subject to flood, up to the top of the flood storage 
pool.’ Additional fee lands were also acquired as a result of “blocking 
out” (that is, squaring off) the real property lines above the flood- 
control line in accordance with sound real-estate practice. In 
exceptional cases (such as in the upper fingers of the flood-storage 
pool away from the dam), the Chief of Engineers would consider 
recommendations to acquire comprehensive flowage easements in 
lieu of fee title, where a substantial savings to the Government 


4 Technically this level would be called either “project design flood line” or “‘spillway design flood line’’ 
The latter would be a somewhat higher level than the former and would be used mainly where the reservoir 
is located near large centers of population and an added margin o. safety is desirable. 
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would result and such type of acquisition would not interfere with the 
operation and maintenance of the project. Under this former 
policy, the Government acquired considerable shoreline land in fee 
which could be used both for the operational requirements of the 
reservoir and also for conservational and recreational purposes, and 
this was frequently done by means of leases, licenses, and permits, 
many of which were issued to State and local agencies, such as fish 
and game commissions, etc. 

Under the new joint ‘policy, however, the Corps could acquire only 
limited flowage easements for large areas of lands lying within the 
reservoir project area. (The limited nature of the easement is dis- 
cussed later in this report at p. 11.) Fee acquisition was continued 
for lands for permanent structures and lands to be permanently 
inundated. However, fee acquisition of land above the conservation 
pool * was limited to those lands lying below a line 300 feet hori- 
zontally from the edge of the conservation pool. All land above that 
line was to be taken in easement. An alternative line was authorized 
in those projects where the topography is precipitous, or where the 
topography is unusually flat, and where such discretionary action is 
desirable. This alternative line is the so-called 5-year flood tre- 
quency, a line estimated on the basis of hydrological data indicating 
the probability of flooding at least once every 5 years, although suc h 
floods could, and often do, occur oftener in particular 5-year perio: ds. 

(Although sec. 8.1 (c) of the joint policy appare »ntly specifies the 300 
toot horizontal line as the general criterion, and that the 5-year flood 
frequency line should be used only in exceptional instances, the Corps 
of Engineers has in fact almost uniformly applied the 5-year flood 
frequency line.) 

This new policy meant a major reduction in the Government’s ac- 
quisition of fee lands around the reservoir. Except for the public 
access points and such bits of fee land as are obtained by blocking out 
the real property lines, all of the reservoir lands above the 5 year flood 
frequency line remain in private ownership subject only to the very 
limited flowage easement. This has a major and adverse impact on the 
public’s ability to use reservoir areas as well as the Government’s 
ability to control the operation of the reservoir. In many cases the 
5-year flood frequency line is only a few feet above the conservation 
pool line, and, partic ‘ularly where the banks are steep, the area between 
the water’s edge and the 5-year line is very narrow, sometimes only a 
strip a few feet wide which is quite useless for recreational or access 
purposes. Furthermore, in at least three instances (namely, Jim 
Woodruff Reservoir, Demopolis Reservoir, and Albeni Fails Reser- 
voir) the conservation pool line is practically the same as the 5-year 
flood frequency line, so that limiting fee acquisition to the latter line 
meant virtually no shoreline in Government ownership (except at 
disp irate access points acquired at intervals of approximately 5 miles). 
Also, whenever the waters rose to the 5-year flood line (as may happen 
more often than once in 5 years) the Government’s shoreline would 
disappear. 

Furthermore, although the joint policy continued the corps’ previous 
policy that the access areas for public use be acquired in fee, the new 


‘ The conservation pool is the area designed to store water for navigation, power, irrigation, and other 
conservation purposes, and does not include the area for storage of floodwaters only. 
‘ The joint policy permits acquisition of fee title above the 300-foot horizontal line or 5-year flood line as 


necessary where it is to the financial advantage of the Government to acquire fee rather than easement and 
in special cases to prevent hardship. 
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policy stated that such acquisition should be only for “limited” public 
use and reasonable access, and thus was apparently intended to restrict 
the acquisition of fee lands for such purposes. 

The joint policy further provided for easement, in lieu of fee, acqui- 
sition in the entire reservoir area of (a) projects designed solely for 
navigation, and (6) projects designed solely for flood control without 

conservation pools. 

The joint policy also changed the previous policy by providing that 
mineral rights would not be acquired where the owner objects or where 
a substantial additional cost would be involved, except where mineral 
development would interfere with the operation of the project. (In 
practice, this provision resulted, according to General Sturgis’ memo- 
randum of April 21, 1955, in the corps generally not acquiring mineral 
rights.) 

The joint policy further specified that close tangents may be utilized 
in blocking out ‘the upper limit of the easement-held lands. Not 
only is surveying to close tangents more costly, but the use of close 
tangents would further restrict the amount of lands which would be 
acquired above the contour line under the previous larger blocking- 
out practices that the corps followed in accordance with sound real 
estate acquisition methods. 

Section 6 of the joint policy dealt with the conservation and recrea- 
tion aspects of reservoirs in a very negative manner as follows: 


Except as authorized by law, no title to lands will be 
acquired for purposes of preservation of wildlife or forests, 
restoration or replacement of such values destroyed by 
reservoirs, or for creating additional values of like nature, or 
for recreational purposes. 

Department of the Interior 


Prior to August 2, 1949, the general policy of the Bureau of Recla- 
mation was to acquire the fee simple title to lands in the reservoir 
area. Although flowage easements were acquired in exceptional 
instances upon approval by the Commissioner of Reclamation, the 
acquisition of flowage easements was ordered abandoned in May 
1947. In November 1947, the Bureau of Reclamation adopted a 
general practice of acquiring control areas consisting of a strip around 
the reservoir approximately 300 feet wide above the high water level. 
On August 2, 1949, the Bureau of Reclamation amended its policy so 
as to require fee acquisition “‘in all cases’ to a “minimum distance of 
300 feet horizontally beyond the top of the irrigation pool,” and 
resumed acquisition of flowage easements on lands beyond that fee 
acquisition line up to the top of the flood-control pool. 

Although the 300-foot horizontal rule was incorporated in the joint 
policy in recognition of the practice followed by the Bureau of Recla- 
mation since 1949, the Bureau of Reclamation has largely disregarded 
the criteria of both the 300-foot line and the 5-year flood frequency 
line. Instead, by means of fee acquisition based on generous block- 
ing out of real estate lines, the Bureau’s fee acquisition line frequently 
goes beyond the top of the flood control line. Commissioner Dex- 
heimer testified as follows: 

Mr. Inpritz. When you acquire those additional lands, 
did you utilize the 5-year flood line, or the 300-foot line, 
under the new policy? 
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Mr. Dexuermer. In—I think 1948 was the first time that 
the 300-foot above the normal high water was specified; 
generally speaking, we exceed that, because we go to the land 
boundaries, or in some cases, to the ownership, extending be- 
yond the 300-foot line, so I think in every case you will find 
that the 300-foot line is a minimum, and generally we ac- 
quire quite a bit more than that beyond the high-water line. 

Mr. Inpritz. In a shallow basin area, the 300-foot line 
might not take you as far as the 5-year flood line. Is that 
not so? 

Mr. Dexuuimer. That is a possibility, and particularly in 
flat country, but our takings for flood control purposes is for 
the design flood, which would normally include the 5-year 
flood, or a greater taking. 

Mr. Inprrtz. But you do not take in fee to the project 
design flood line, do you? 

Mr. DexHErMer. Generally speaking, yes. 

Mr. Inprirz. You do take in fee simple lands to the 
project design flood? 

Mr. Dexuemer. I think that you will find that, generally 
speaking, the larger proportion of the taking is in fee beyond 
the project design flood, simply because of “ownerships, sub- 
division boundaries, and practical considerations. However, 
the 300-foot may be a minimum. 

Mr. Inprirz. Is not the flood control storage space at the 
outer boundaries of the reservoir area? 

Mr. Dexueimer. That is correct. It is in the upper 
elevations of the reservoir. 

Mr. Inprrz. If you take in fee simple to the project flood 
control design line, where would you have occasion to exercise 
the easement taking? 

Mr. DExHEIMER. Generally speaking, the easement tak- 
ing in our reservoirs is confined to specific pieces of prop- 
erty, perhaps in the upstream higher elevation end of the 
reservoir, where the land might only be flooded on very 
occasional high runoff periods, “and only for a brief period of 
time, or in those fingers of a reservoir that go out into 
valley s, where the same condition would occur. 


The net effect of the larger fee acquisition practice of the Bureau 
of Reclamation is that most of the difficulties discussed in this report 
as flowing from the easement acquisitions under the joint policy, which 
are present at many of the reservoirs of the Corps of Engineers, are 
largely absent at reservoirs of the Bureau of Reclamation. This 
difference between corps and bureau reservoirs apparently is due 
also to the facts that (1) at many bureau reservoirs considerable land 
is obtained by withdrawals from the public domain, whereas the 
corps’ reservoirs involve much less public-domain land, and (2) the 
bureau more frequently accepts the recommendations of the Fish and 
Wildlife Service concerning fish and wildlife and conservation meas- 
ures, and incorporates them into its project plans and statutory au- 
thorization, whereas the Corps of Engineers adheres more closely to 
purely economic consider ations and freauently refuses to adopt the 
recommendations of the Fish and Wildlife Service. 
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THE NATURE OF THE FLOWAGE EASEMENT OBTAINED BY THE CORPS 
OF ENGINEERS 


Unlike a fee title which includes all rights in land, an easement 
conveys Only those rights which are expressly stated in the easement 
language. Easements can be substantial and meaningful or they can 
be virtually a wisp, depending on the language used. 

Under the new policy, the corps has whittled away the language of 
the easement until the Government gets merely a pittance. 

The type of flowage easement which the Corps of Engineers ob- 
tained under the previous policy, when easements were the exception 
rather than the rule, was specified in the corps’ Orders and Regula- 
tions, section 5201.06c (3), and is exemplified by the easement language 
quoted in United States v. 2648.31 Acres of Land, J. P. Stevens and 
Company, et al. (218 F. 2d 518, 519 (C. A. 4th, 195 5)). The flowage 
easements under the previous ‘policy provided the Government the 
following rights: 

(1) ‘“** * * to overflow, permanently or intermittently, as may 
be necessary as a result of the construction, maintenance and 
operation of the’’ reservoir; 

(2) ““* * * to go upon the lands involved from time to time 
as the occasion may require to accomplish any activities in con- 
nection with the maintenance and operation of the” reservoir; 
and 

(3) ““* * * to remove from said lands natural or artificial 
structures or obstructions which, in the opinion of the represen- 
tative of the United States in charge, may be detrimental to the 
maintenance and operation of said project * * *.” 

Under such language, the Government has full flowage rights, and 
full rights to go on the lands to do anything necessary for, and to re- 
move any structures detrimental to, the maintenance and operation of 
the reservoir. As stated in the corps’ Orders and Regulations section 
5201.06¢ (3), the easements were to “be without any limitations or 
restrictions whatever on the purpose for which the water is stored.” 

In its multiple letter of October 12, 1953, announcing adoption of 
the joint policy, the corps directed that the word “permanently” 
should not thereafter be used in obtaining easements. ‘This directive 
apparently resulted from the fact that a trial court had shortly before 
refused, because the word ‘“‘permanently” was in the easement, to 
permit the Government to prove that the particular easement lands 
sought in that case would actually be flooded only intermittently and 
that therefore the landowners would not lose, and should not be paid 
for, the full fee value of their lands. 

In 1955, the United States Court of Appeals, Fourth Circuit, re- 
versed the trial court’s decision, holding that despite the presence of 
the word ‘‘permanently” in the easement, the Government could 
introduce evidence as to the lesser extent of flooding that would 
actually result from the operation of the project. United States v. 
2,648.31 Acres of Land, etc., supra. Although the supposed necessity 
for deleting the word “permanently” from the easement language has 
thus disappeared, the Corps of Engineers, nevertheless, has not yet 
restored the use of the word “permanently” and still continues to 
acquire easements with the vague and undefined term “occasional.” 
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Within a few months after issuance of the joint policy, the Corps of 
Engineers, after consultation with the Department of Justice, further 
weakened and drastically cut down the rights which the Government 
would obtain when it acquired an easement. The corps’ multiple 
letter of February 23, 1954, provided for a new truncated easement 


provision under which the Government would get only the following 
rights: 


(1) “* * * to occasionally overflow * * * the land’; 

(2) “* * * to maintain mosquito control, as may be required 
in connection with the operation and maintenance of the’’ project; 

(3) a limitation upon the land to the effect “that no structure 
for human habitation shall be constructed or maintained on the 
described lands’ 

(4) a limitation upon the land to the effect that “the written 
consent of the representative of the United States in charge shall 
be obtained for the type and location of any structure and/or 
appurtenances thereto now existing or to be erected or con- 
structed”’ by the landowner in connection with his reserved rights 
as owner of the fee; and 

(5) an express provision that, “with respect to the * * * flow- 
age easement,” the landowner waived all claims ‘‘for loss of ac- 
cess thereto,” and also “for damage thereto arising from soil 
erosion, slides, and wave wash.” 

The effect of these changes was to gravely cut down the rights of 
the United States in at least the following respects: 

Formerly, the Government was able to overflow the lands to 
whatever extent ‘‘may be necessary as a result of the construction 
maintenance, and operation of the” reservoir. ‘The overflow could be 
“permanent or intermittently.” The new easement, however, per- 
mits the Government to overflow the lands only “occasionally.” If 
the necessities of reservoir operation require more than ‘‘occasional” 
overflow of the easement lands, the Government is unable to utilize 
its easement effectively. Moreover, the word “occasional” is vague 
and ambiguous. What is occasional? Is it once or twice a year, or 
more? Does it permit overflow for a period of 3 days, a week, 3 
weeks, or longer? The great rains which came to Texas during May 
and June 1957, brought much water into several of the Corps of Engi- 
neers’ reservoirs, and ¢ raused some of the waters to flow over ease- 
ment lands. Because of the fii ed downstream channel ¢ apac ity for 
release of the waters, numerous easement lands have remained flooded 
for many weeks, and it is pos sible that the corps may be sued for dam- 
ages for allezedly exceed he limits of its ris ohts under the easement. 


2. The Corps no longer has the right 


to vo upon the lands involved * * * os the occasion may 


require to accomplish any activities in connection with the 
maintenance and operation of the 


reservoir, except for mosquito control. This lack of the right to 
access could be particulariv detrimental in projects where the water- 


line level is at the top of the Government’s fee land. In such cases, 
the Government and the public could be denied access to the water 
surface - the reservoir itself. As ese above, at three projects— 


namely, Jim Woodruff, Demopolis. and Albeni Falls—the level of the 
conservation pool is normally the same as ‘the 5- year flood frequency, 
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and, thus, the Government has no fee perimeter around the reservoir. 

At other reservoirs, the fee perimeter virtually disappears whenever 

the water level rises up to or above the 5-year flood frequency which 

is the guide contour for fee acquisition under the new policy. 
Formerly, the Government could go on the lands— 


to remove * * * natural or artificial structures or obstruec- 


tions which * * * may be detrimental to the maintenance 
and operation of the— 


project. Now there is merely a provision that no structure for 
human habitation may be constructed or maintained, and a pro- 
vision that any other type of structure requires written consent from 
the Government’s representative but only as to type and location. 
Such a limited type of consent provision might be construed as pre- 
cluding the Government from refusing consent, except as to type 
and location. Apparently, also, the Government probably could not 
enforce the limitations as to construction or maintenance of struc- 
tures, except through expensive and protracted court action. 

4. Perhaps the most expensive limitation upon the Government’s 
rights under the new easement language may stem from the provision 
whereby the landowner waives his claims “for loss of access” and “for 
damage [to the land] arising from soil erosion, slides, and wave wash.” 
Under the well established legal doctrine of ‘“expressio unius est 
exclusio alterius’’ (the expression of one is the exclusion of others), it 
could be strongly argued that the Government would be liable for all 
damages caused by the overflow, except those due to the landowner’s 
loss of access, and those due to “soil erosion, slides, and wave wash.” 
Thus, the Government might be held liable if the overflow kills trees, 
drowns animals, damages structures (other than by erosion, slides, or 
wave wash), destroys crops, etc. The potential hability under such 
interpretation of the easement could be enormous.® 

It is evident that if the Government, having acquired land under 
the limited easement now taken by the corps, should later desire to 
acquire additional rights or immunities on that land, additional costs 
would be involved in acquiring them. 


Easements of Bureau of Reclamation 


The committee has also received from the Bureau of Reclamation 
examples of the easement language which the Bureau uses in its 
several regions. In general, the Bureau easements are more com- 
prehensive and afford greater protection to the Government than do 
the easements now obtained by the Corps of Engineers. However, 
the committee notes that each region of the Bureau uses almost com- 
pletely different language and conditions in its easement provisions. 
There appears to be no reason for the diversity except complete 
absence of coordination among the regions on this subject. The 
committee believes that the Bureau of Reclamation should endeavor 
to make the easement provisions used in its several regions as nearly 
uniform as possible, with the objective of obtaining for the Govern- 
ment the interests and protection necessary for all project purposes, 





6 T f g colloquy took place during the hearings 

“Mr Inprrtz. Is it possible that such claims may arise in the future as a result of flooding. 

**General ITscHNER I would be surprised if we wouldn’t have claims. 

“Mr. InpRiTz. Wou In’ t it be better to have the language of the easement specifically provide for an 





exemption from dam 
“Genera! ITSCHNER. T hat again may be an improvement.” 





14 ARMY-INTERIOR RESERVOIR LAND ACQUISITION POLICY 


COMPARISON OF COSTS FOR EASEMENT AND FOR FEE 


Because neither the Corps of Engineers nor the Bureau of Reclama- 
tion had previously made an overall analysis of the relative costs of 
acquiring easements or fee title, the committee requested the two 
agencies to supply basic cost data to enable such comparison to be 
made. 

The Corps of Engineers supplied data for nine reservoir projects, 
covering the acquisition of 24,610 acres in easement, and the Bureau 
of Reclamation supplied data for 5 reservoir projects, covering the 
acquisition of 14,820 acres in easement. 

The data supplied by the two agencies covered many different 
tracts, some large, some small, each having different values and 
ownership patterns. In some instances the owners sold the land at 
the appraised price; in others the acquisition was by condemnation. 
Severance damages may have been present in some cases and not in 

others. The totals and the percentages developed during the hear- 
ings represent, therefore, composite figures and do not “necessarily 
indicate the value or price or cost of acquisition of any particular 
tract. However, the amounts of land and the number of projects 
covered appear to provide an adequate statistical sample. Both 
General Itschner, Chief of Engineers, and Commissioner of Reclama- 
tion Dexheimer each indicated, in response to questions during the 
hearings, that the data for these reservoir projects constituted ade- 
quately representative figures upon which to base a general comparison 
of the relative costs of fee versus easement acquisition. (See hearings, 
p. —, transcript pp. 65, 601.) 

ad ause of these variations in values, and because the easement 
zone under the new policy is above the location of the lands now 
acquired in fee, it became apparent that it would not be proper to 
compare the costs of tracts acquired in fee with the costs of different 
tracts acquired in easement. As General Itschner cogently stated 
in his testimony of June 4, 1957: 


I found that in order to make a fair comparison, of course, 
you would have to compare the cost of fee and easement 
acquisition of the same land. I think it is recognized that 
the average fee value of the fee acquired land is probably 
less than the average fee value of the land which is being 
obtained in easement. 


Since a particular tract of land is acquired only once, either in 
easement or in fee, but not both, it is virtually impossible to have 
actual paid acquisition prices on both fee and easement interests 
for the same tract. Therefore, the staff of the Public Works and 
Resources Subcommittee developed percentages of easement cost by 
comparing the fee value (as appraised by the agency) of the land 
actually acquired in easement, with the actual cost of the easement 
for the same tract. 

On this basis it appears that the average price paid by the Corps of 
Engineers for easement land was 79 percent of the value of the fee for 
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that land,’ and that the average price paid by the Bureau of Reclama- 
tion for easement land was 73 percent of the value of the fee. 

The tabulations of easement percentages for the two agencies are 
as follows: 


TaBLE 1.—Corps of Engineers— Tabulation of ratios of easement cost to feeappratsal 
values of easement lands 














| 
|Appra sal} Differ | Differ 
| Total | of fee | ence | Fee Ease. | ence Ratio of 
irea ac-| value of Cost of between | value ment | between | easement 
Name of project | quired | land aec- |easement} value of per |; cost fee value | cost to 
|} in ease- | quired in | fee and acre | per ind ease-| fee ap 
} ment easement} cost of | acre |menteost| praisal 
| | | easement | per acre | 
ee de - sede en catdlRctensscnagllibemtahiiitemmtae eaicaiades canna 
| 
Acres | Dollars Dollars Dollars | Do'lars| Do'lars\ Dollars Percen’ 
fy ee 4, 902 03, 322 O84, 200 80, 968 181 197 | 116 | 9 
ille a | 2,835 702, 645 | 345, 078 357, SAT | 248 | 122 126 | 40 
Ol i Hick sat i 1,940 | 465,988 | 320,900] 144,788 | 240 | 165 75 | 6) 
Dillon aoe oo 184 83,205 | 42, 765 40, 440 | 172 x8 84 | bl 
foront». iS ankide Hol 106, 350 | 57,375 | 48, 975 154 x3 71 f4 
Table Rock S | 644 28, 039 | 95, 735 | 12, 304 57 | 18 | &S 
Ferrells Bridge. .._-- 1, 090 47,518 | 20,810 | 26,708 44 | 19 } 25 | 44 
Demopolis Shee 11,869 | 584, 673 11, 524 73, 149 | 49 | 43 i | 87 
Fort Gaines . 45 1,279 195 | 1, 084 | 28 | 4 24 15 
Overall total... 24, 610 |2, 932, 719 |2, 308,672 | 785,983 |........|.....--.}2220222 22 flee 
Overall average a2 119 04 25 7 

1 Adiusted 

Not Ratio of easernent cost to fee anpraisal, 79 percent 
TaBLeE 2.—Bureau of Reclamaiion—Tabulation of ratios of easement cost to fee 

appraisal values of easement lands 
a j | | | } 
Appraisal | Differ- | Differ- 
| Tota f fee ene | Fee Ease ence Ratio oi 
irexac | value of Cost of between value ment between | easement 
Name ) ct quired | land ac- |easement! value oi per eost e value! cost to 
rease- | quired in fee and | sere | per jandease-| fee ap- 
ment easement | costo | } cre ment cost praisal 
| easernent | | per acre 
| | i 
Acres Dol'ars | Dollars | Dollars | Dol ars | Dollars| Dollars | Percent 
Cascade Reservoir, Bo j } | 

project ; -| 7,537} 227,200} 221. 780 | 5,420 | 29.75 | 1.71 98 
Heart Butte Reservoir, | | | | } | 

Missouri River Basin | | 2 | g 

project | 1, 413 15, 592 6,7 810) 11.03] 4.78 | 6. 25 43 
Kevhole R ervolr, Mis } | 

souri River Basin proj } | 

ect ‘ 2,350 | 34,662] 39,985] 5, 325 | 14.75] 17.01 2. 26 
Kirwan Reservoir, Mis 

sovuri River Basin proj | 2 | 

ect @ — 2, 474 250, 713 115, 112 138, 601 | 101. 32 | 46. 52 | 54. 80 
Monticello Reservoir So | | Ww 

lano project oe 946 | 0, 21 15, 131 5,086 | 21.37] 15.99 5. 38 __ 8.38] 75 

Overall total 14,820} 548,383 | 308,759 | 149,624 |........]........ ii. due De 
Ovetell 60060 s a+. dsdsucdelicntians a ' 7.00 | 26. 91 10. 09 73 
Overag 

NOTE Ratio of easement cost to jee appraisal. 73 percent. 

’ The initial tabulation prepared by the subcommittee staff for lands acquired by the Corps of Engineers 
(see hearings, transcript p. 51) developed a percentage of 73.39 percent. A subsequent review by the Real 
Estate Division of the Corps of Engineers showed that the subcommittee staff had inadvertently failed to 
exclude 4,510 acres of easement land at | project (Demopolis) which had not yet been acquired. The corps’ 
Real Estate Division t abula ion properly excluded those lands, and the resulting percentage is 79 percent. 
Table 1 ir s report contains the figures as corrected by the corps’ Real Estate Division. 
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Most lands which the corps and the Bureau of Reclamation acquire 
from the owners by purchase are acquired at the prices appraised by 
the agency. However, where the owner refuses to sell at that price, 
condemnation proceedings are instituted, and, in such cases, the con- 
demnation award often varies from the appraisal price. Therefore, 
at the hearings on June 4, 1957, General Itschner suggested that a 
comparison of the relative costs of fee versus easement should reflect 
the higher prices that result from condemnation. He proposed to do 
so by (1) determining the percentage by which the actual costs for 
land acquired in fee exceeded the appraised value of such fee land, 
(2) using that percentage to increase the appraisal of the fee value in 
the lands acquired in easement, and (3) comparing the actual cost of 
the easement with the adjusted fee appraisal of such lands. However, 
the percentages which he used (152 percent as actual cost of easement 
over appraisal thereof, and 164 percent as actual cost of fee lands over 
appraisal thereof) lumped together the figures for both lands actually 
acquired and lands not yet acquired, and thus distorted any compari- 
aon of actual costs. 

The Corps of Engineers Real Estate Division, therefore, prepared 
two additional tabulations, printed in the hearings, transcript, page 
56, and incorporated into the following tables 3 and 4: 


TABLE 3.—Corps of Engineers—Tabulation of ratios of easement cost lo easement 
appraisal value 





Falta Differ | | Differ- 
Ease- East 








| Total of ease ence o- | ence Ratio of 
areaac-| ment between | ment | ment | between | easement 
Name of proiect } quired | value of Cost of value of } value cost |easement} cost to 
in ease-| land ac- | easement |easement} per per |value and} easement 
ment quired in | | and cost acre acre |eascment | appraisal 
| | easement of ease- cost per 
| ment acre 


| 


— ojo 


Acres Dollars | Dollars Dollars | Dollars Dollars| Dollars Percent 


















I an dnl | 4,992 | 766,371 | 984,290 | ' 217,919 152 197 145 | 128 
ROERIW TI... dc0lwt bc sooson | 2,835 | 342, 405 345,078 | 12,673 121 | 122 1} 101 
Old Hickory............... } 1,940 315,274 | 320,900] | 5,626 163 | 165 | 192} 102 
WN 8 35th ck ba xe 484 5 | 42, 765 0 88 | 88 0 100 
Re i ee 691 | | 0 83 83 0 | 10) 
TUN MOOR. cccbacewnccuns 664 25, 735 | 0 | 39 39 0 100 
Ferrells Bridge._....._.__- 1, 090 20, 805 | 20, 810 15 | 19 19 0 100 
Denivntes . oi oe 11, 869 191,169 | 511,524 | 1 320,355 16 43 27 268 
Fort Gaines_.............- | 45, 195 | 195 0 | 4 4 | 0 | 100 

Overall total.......- | 24,610 |1, 762,094 (2, 308, 672 546, 578 |.... - ios ie hack h ee ables 
Overall average..........-./-- é ee 72 | 94 122 | 131 

1 | 











Note.—Ratio of easement cost to easement appraisal. 131 percent. 


1 Overage. 





+ oO > 


et st eet 





- 


ot 


ny 


1 


ARMY-INTERIOR RESERVOIR LAND ACQUISITION POLICY 17 


Tape 4.—Corps of Engineers—Tabu.alion of ratios of fee cost to fee appraisal /ands 





| mp ly 
Tota | Appraisal) | Difference Difference! Ratio of 
area of fee | between Fee Fee between | fee cost 
Name of project ic valine of | Cost oj value of | value | cost tee value! toap 
| quired | land ae- fee fee and | per per | and fee praival 
} in fee quired | coto | acre | acre cost per of fee 
| in fee fer | | are lands 
attend nahidiipesimponeginipiicminetanet aaieiiivenliiailiae pao sangre sapintetenmansads hilt on wine 
} 
Acres Doilars | Dollars Dotlars | Dollars | Dor! ers; Dolar Per en 
Alte Pane. . ccccccidcsce 1, 756 182, 483 219, 433 3h, 950 | 104 | 125 12) 12) 
Coralville ase haaks: GSS 164, 850 179, 103 14, 253 | 1A7 | IR] | 144) 10 
CP RRICRUEY 4. <5csccncene 216 247, 110 246i, 426 Hs4 1,144} 1,140 4} 98 
Dillon | 335 - 075 98, 075 | ' sa | 293 = | :@ | - 
ND Sl 879 fi, 725 87,875} ‘1,150 99 OO | Ol 
Table Rock __..---------.| 9, 502 |1, 192, 106 |1, 222067] 29, 961 125 | 129 | 14 103 
Ferrelis Bridge. ......._- 2.614 66, 350 | - 68, 170 t 1, 820 26 | 27 | ‘1| 103 
y wl ne 5 9 r +9 i 0 : 
De = Renin italics 1,0 } 1, 842 1, 812 o 49 | 49 | | 1m) 
Fort Gaines. ............ 1 Sf 4, 885 4,829 f "1 26 26 0 bt) 
Overall total__...__- | 17, 589 |2,094, 426 |2, 177. 820 SIS sth Rel ee to ee 
Overall average.........--.. 119 124 1§ 104 


1Overage 


NOTE Rat o of fee cost to fee appraisa:, 104 percent 


Table 3 shows the ratio of easement cost to ea sement appraisal 
value for the lands acquired in easement. Table 4 shows the ratio of 
fee cost to fee appraisal value for the lands ean in fee. These 
tables indicate that the average actual cost of easement lands is 31 per- 
cent higher than the average appraisal of those lands, and that the 
average actual cost of fee lands is 4 percent higher than the average 


appraisal of those fee lands. These increases are alrrost entirely due 
to condemnation awards in excess of the appraised price.® 

In order to refi ect the higher price that would result: from con- 
demnation awards if the easement lands were acquired in fee, the 
corps’ Real Estate ae ision proposed that the appraised fee value of 
the land actually acquired in easement should he increased by the 
31 percent that the actual cost of the easement exceeds the appraised 
value of the easement. Such adjustment, as applied to the data pre- 
sented by the corps, would result in an easement versus fee ratio of 60 
percent 

The method suggested by the Real Estate Division differs from 
General Itschner’s method. His method was to adjust. the appraisal 
of fee value in easement lands by the percentage that the actual cost 
of fee lands exceeded the appraisal for fee lands, whereas the Real 
Estate Division would make the adjustment by the percentage that 
the actual cost of easement lands exceeded the appraisal for easement 
lands. 

The difficulty with the Real Estate Division’s suggestion is that no 
basis was shown for assuming that the condemnation price increase of 
31 percent for a acquired in easement would have been the same 
if the lands had been acquired in fee. ‘Table 4, supra, shows that 
with respect to lands acquired in fee the increase resulting from con- 
demnation was only 4 percent. Although the latter lands are different 
from the lands in table 3 which covers only lands acquired in easement, 
it would seem more likely that the reason for the discrepancy is either 
(a) that condemnation courts and juries tend to award higher prices 
for flowage easements than the corps’ appraisals thereof because they 


“It should he observed that these averaves tnciude fivures for lands aequired by purchase as well as for 
ands nired by condemnation. Commutation of an vraisals versns aetiual eosts of land for these 9 nrojects 
which were aequired miyv in condenination, results in an averave percentave increase of 43 pereent for ease 
ment lands and 12 nerecent for fee lan’ Such inereases of actual costs over appraisals indicate that the 


a, praisals are being subsiantially underestimated 
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are less familiar with flowage easement values than they are with fee 
values; or (b) that the corps unduly underestimates its appraisals of 
the value of easements. In either c ase, the relative percentage cost 
of easement compared to the fee value for the same land is higher than 
60 percent. 

If General Itschner’s method were applied and the firure of 4 
percent used to adjust the appraised fee value in order to reflect the 
condemnation award increases which might result if the land acquired 
in easement were to be acquired in fee, the corps’ fee versus easement 
price ratio would be about 75 percent. 

On the basis of the foregoing calculations, it appears that the 
average price paid for easement lands is somewhere between 60 
percent and 79 percent of the price that would be paid if the same 
lands were acquired in fee; and probably is about 75 percent. 

But the price paid does not cover the full cost of acquiring ease- 
ment lands. The evidence and testimony before the committee 
shows that the acquisition of easement lands involves costs for sur- 
veying, mapping, appr us ing ; negotiating, and other administrative 
expenses which are higher than if the lands were acquired in fee. 

Thus, in a letter to the Comptroller General dated February 14, 
1955, the Deputy Assistant Secretary of Defense stated as follows: 


soth mapping and appraisal costs have been increased 
materially on projects affected by the new joint Department 
of the Interior and Department of the Army policy relating 
to reservoir acquisition programs which has compelled 
establishment of changed taking lines, refinement of ac- 
quisition descriptions, and extensive additional appraisal 
activities. 
The Corps of Engineers advised the committee that the extent of 
these additional costs, which apply to those tracts where easements 
are obtained, has been as follows: 


(a) Is additional surveying work involved? 

Additional survey work is required in order to: 

(1) Delineate between the fee and easement areas in all 
cases where both estates are required in a single ownership 
or where an easement is being acquired. 

(2) Determine elevations, establish intermediate contours 
on the ground, and determine the elevation of improvements 
for mapping purposes, for appraisal purposes, and to satisfy 
owners as to the location of the easement-taking line. 

It is estimated that survey work, necessary for land acquisi- 
tion and management, is increased 50 percent. 

(b) Is additional mapping work involved? 

Additional mapping work is required in order to: 

(1) Depict on tract maps the dividing line between fee and 
easement areas where the two estates are acquired from the 
same owner. (It is felt that owners are entitled to this 
minimum information.) 

(2) Locate on project and segment maps the two contours 
which define the easement area and to show intermediate 
contour levels of varying flood frequency. (The intermediate 
contours are needed for appraisal purposes and for later use 
in explaining the appraisals to landowners.) 
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(3) Depict on tract maps separate legal descriptions and 
separate acreages of the fee area and the easement area in 
each case where both estates are required in a single owner- 
ship. (Necessary for title clearance purposes.) 

tn each case in which both estates are acquired in a single 
ownership, it doubles the number of tracts to be mapped. 
It is estimated that the mapping work, necessary for land 
acquisition and management, is increased 50 percent. 


(c) Is additional appraisal work involved? 


Additional appraisal work is required because: 

(1) Where both estates are acquired in a single ownership 
or an easement is acquired, two separate appraisal studies are 
required. 

(2) In each case in which an easement is acquired, whether 
over all or only a part of an ownership, the fee value of the 
entire ownership must first be appraised in the usual manner. 
This is a “before” appraisal. This is followed by an ap- 
praisal of the value of the property after the imposition of 
the easement. ‘The value of the easement is computed on 
the basis of the amount by which the value of the fee title 
of the entire ownership is reduced by imposition of the ease- 
ment. The appraiser must give full consideration to all 
factors having a bearing on this reduction in value. This 
involves detailed studies of the elevation of the land, the 
probable flood frequency, estimated duration of flooding, 
and the time of year of probable flooding in order to deter- 
mine the highest and best use of the land after imposition 
of the easement and to compute the amount by which the 
fee value of the entire ownership will be reduced by the 
imposition of the flowage easement. This is an “after” 
appraisal. The difference between the “before” appraisal 
and the “after” appraisal, is the appraised value of the 
easement. 

(3) This type of appraisal is complicated by the fact 
that there are seldom any sales of flowage easements to use 
for comparative purposes. 

If there is a uniform land use within the project, the 
increase in appraisal costs of land to be acquired in easement 
or fee and easement, is estimated to be 50 percent. How- 
ever, if there is no uniform land use, the increase in appraisal 
costs may run as high as 100 percent. 


(d) Are difficulties increased in coming to an agreement with the 
landowner as to the amount of flowage damages? 

(1) Generally, it is more difficult to reach agreement with 
a landowner as to the value of a flowage easement than the 
value of fee title. Most landowners, quite naturally, do 
not understand what a flowage easement actually involves. 
It is necessary to explain how the reservoir will be operated, 
the probable flood frequency, the estimated duration of 
flooding, and the time of year of probable flooding. This 
takes more time and effort than discussing a fee simple 
acquisition with a landowner. 

(2) Many landowners object to flowage easements and 
claim that it will be more difficult to sell their property with 


23015°—58 H. Rept., 85-1, vol. 7——31 
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the flowage easement as a cloud upon their title. This is 
true even though the flowage easement may cover only a 
small portion of the entire ownership. 

(3) On the other hand, some landowners prefer to hold 
title to their land and prefer that the Government acquire 
flowage easements rather than fee title. 

(4) It is estimated that costs of dealing with landowners 
are increased 50 percent. 


In response to questioning, General Itschner testified that on the 
basis of the corps’ analysis of acquisition costs for 691 tracts of land 
obtained in easement, the additional costs came to approximately the 
following percentages of the price paid for the easement: 





Percent 
age 
Surveying) eid: niaveings s.6i oun ous cambio teduweeskitacebub hs 0. 88 
NI oot dee ante alpha nigel aay ttann amaen tienes beens apes Sing A tae deat Lae 
Pe UREELEE. ».... «0s -nincien none anteeusbtetnetnesctttansenaadnie 3. 6 
TIARAS... LictithbRvicimdiadsiunnmbiiabtimcibioudadie tb 6. 18 


On the basis of the percentages of increase mentioned by the corps, 
it appears that the acquisition of easements involved additional ex- 
pense for surveying, mapping, appraisal, and negotiating of approxi- 
mately 3% percent of the total cost of the easements. 

Although the corps had advised the committee that the manage- 
ment costs are less for easement lands than for fee lands, General 
Itschner stated that these management costs would be “more than 
balanced” by the 25 percent of revenues that would be received by 
the Federal Treasury from the lands, if they had been acquired in fee.° 
Moreover, he testified that most of the costs of administering lands 
under the outleasing program are borne, not by the Corps of Engineers, 
but by the local agencies which have leases or licenses to use the land. 
Thus, although no percentage figures were stated, it is very clear, upon 
comparing income from the land and the management costs thereof, 
that the new policy is financially detrimental to the Government. 

lt is therefore apparent that the initial expense of easements, as 
compared to fee acquisition, averages about 80 percent for a very 
limited and inadequate easement. (A broader easement would, of 
course, be even more costly.) The question, then, is whether the 
20-percent average savings at time of acquisition is a sufficient justi- 
fication for the adoption and continuation of the new policy. 

The evidence and testimony presented to the committee demon- 
strates that the initial savings of approximately 20 percent is no 
bargain. The effect of the new policy can be best described as 
penny-wise, pound-foolish. 


EFFECT OF THE JOINT POLICY UPON THE GOVERNMENT’S ABILITY TO 
OPERATE AND CONTROL THE RESERVOIR EFFECTIVELY 


Under the new easement policy, the Corps of Engineers obtains fee 
title only to the lands covered by project structures and the conserva- 
tion pool, and that portion of the reservoir area which is blocked out 
on the 5-year flood frequency contour, plus some additional lands in 


* The remaining 75 percent of such revenues is paid to the State for the benefit of public schools and 
public roads of the counties where the property is situated, or for defraying any expenses of those counties, 
including obligations of levee and drainage districts. Act of August 18, 1941 (55 Stat. 650), as amended by 
sec. 206 of act of September 3, 1954 (68 Stat. 1248, 1266, 33 U. 8..C., sec. 701¢-3) (Public Law 780, 83d OCong.). 
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the so-called access areas. The balance of the lands around the 
reservoir which are within the project flood limits remains in private 
ownership, subject only to the very limited flowage easement obtained 
under the new policy. 
The committee believes that the easement policy subjects the 
Corps of Engineers to undesirable potential obstruction of its effective 
operation of ‘the reservoir. Thus, General Itschner testified: 


Mr. INprirz. General Itschner, if the Government were 
to own the land in fee to the project flood-control line, do 
you think it would be easier for the Government to carry out 
the basic purposes of the project than it is when the Govern- 
ment has fee title only up to the 5-year line? 

General Irscuner. There is a problem in controlling 
land by flowage easement that does not exist when it is 
acquired in fee. That is, the problem of keeping people 
from building on land covered by flowage easements, even 
though they are supposed to get a license to do so. Thus, 
there is created a policing problem in connection with 
easements. 

Second, there is always a good deal of tendency to exert 
pressure to prevent using the pool for its intended purpose of 
flood control. In other words, people that own the land 
covered by flowage easement at times have actually resisted 
the use for which the easement was obtained—that is, 
flooding. 

Mr. Inpritz. Can you give some examples? 

General Irscuner. There is one case where there was very 
violent opposition, and that is the New Madrid spillway on 
the Mississippi River, where a flowage easement had been 
obtained over the channel which is to be used as an outlet 
for the relief valve in the river. It was intended to blow the 
levee when the river got to a certain stage, and there was ac- 
tually armed resistance to using it for that purpose. 

There have been other cases that I can’t enumerate to you 
where there has been pressure, but nothing of that extreme 
type. 

General Itschner also testified that landowners, particularly resort 
owners around the reservoir, often exert pressures seeking to prevent 
necessary raising or lowering in the level of the conservation pool. 
Such pressures tend, also, to increase the costs of project operations. 

Furthermore, under the new easement policy, t a corps lacks 
authority to control improper activities within the project area. Thus, 
the rules and regulations of the Corps of Engineers governing public 
use of reservoir areas (36 C. F. R. pt. 311) are applicable to reservoir 
project lands owned in fee, but cannot be applied to the easement lands 
within the project areas. ‘These regulations, which apply to most 
of the important Corps of Engineers projects, are necessary to control 
improper activities that might otherwise be harmful to proper opera- 
tion and maintenance of the reservoir projects. These regulations, 
among other matters, prohibit rifle shooting, loaded firearms and 
explosives, storage of gasoline and other combustible liquids, abandon- 
ment of personal property, automobile access except over public roads, 
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failure to keep campgrounds clean and fires controlled, failure to 
properly dispose of rubbish and garbage, etc. 

eneral Itschner testified that ‘those controls are essential on any 
property which we own in fee because we have to be responsible for 
that property” and that the lack of such controls would ‘‘make the 
reservoir less satisfactory for recreational purposes,” but he expressed 
the view that such matters should be fardied by State or local 
authorities. 

The committee made no attempt to investigate the extent to which 
State and local laws contain adequate provisions for such control at 
each of the many Corps of Engineers reservoir projects throughout 
the United States. Perhaps such authority, including necessary 
coordination between local units in dealing with such problems around 
reservoirs lying within two or more Laat governmental units, might 
be adequate at some reservoirs, and inadequate at other reservoirs. 
However, the committee believes that the corps ought not to use the 
easement policy as a basis for abdicating its responsibility to deal 
with such problems within reservoir projects. If the regulations are 
proper within reservoir projects wherein all or most of the land was 
acquired in fee under the previous policy, and the corps agrees that 
they are proper, then the committee believes that such regulations 
ought to be also applicable to the same extent within the newer 
reservoir projects. 

It should be noted that the acquisition of an easement does not 
necessarily mean that the Government must forego the power to 
prevent improper activities such as outlined above. If proper pro- 
visions are written into the easement, such controls could be exercised 
on easement land just as on fee land. In fact, in the easements now 
being acquired by the corps under the new policy, the corps has in- 
sisted on the right to prevent construction or maintenance of struc- 
tures for human habitation and the right to prevent erection or main- 
tenance of other types of structures without the corps’ written consent. 
But it is certain that, if the corps added provisions in future easement 
language authorizing controls like those in the corps’ regulations, the 
easement cost would increase to the point of wiping out even the 
small initial savings available in acquiring the present minimal type 
of easement. Furthermore, broadening of the easement language 
would involve unnecessary legal complications, both in draftsmanship 
and administration. The committee believes that the elimination of 
the deficiencies here discussed would be better achieved under a general 
fee policy than by expansion of the easement language. 

Still another potential adverse effect of the easement policy upon 
the corps’ operations is that future expansion of the project would 
become difficult and more expensive. For example, if the reservoir 
level is raised, thus requiring additional fee lands, the Government 
would have to acquire the fee interest of the lands on which it previ- 
ously acquired the flowage easement and pay additional money for it.” 
Moreover, because of the increase in land values resulting from the 
presence of the reservoir, the price for that fee interest would then 

1 The following are some examples supplied by the Corps of Engineers of projects where reservoir per- 
imeter lands have a water-storage burden greater than originally contemplated: Texarkana and Grapevine 
(Tex.), Mosquito Creek and Berlin (Ohio), Dennison and Canton (Okla.), and Clark Hill (S. C.), water 
storage increased for domestic water supply; Allatoona (Ga.), normal pool elevation raised 3 feet to provide 
additional power generation: Sardis (Miss.), unusual conditions limiting downstream channel capacity 


have necessitated prolonged storage of floodwaters above normal pool elevation; John H. Kerr (Va.), 
2 feet of additional storage added for fish propagation, 
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be considerably greater than if the fee had been acquired before the 
reservoir was created." 


THE JOINT POLICY ADVERSELY AFFECTS PUBLIC RECREATION AND 
CONSERVATION 


During the past 20 years the Corps of Engineers and the Bureau of 
Reclamation have constructed numerous reservoirs throughout the 
country. These large water impoundments, designed initially to serve 
the needs of flood control, navigation, irrigation, power production, 
and municipal water, have also created new recreational opportunities. 
In addition, although some impoundments destroy fish and wildlife 
habitat, many of the reservoirs create new habitat far in excess of what 
previously existed in the areas where the reservoirs were constructed. 

In recognition of these developments, Congress decided, during the 
middle 1940’s, as part of our national policy, that the recreation and 
conservation values inherent in the development of the reservoirs 
should, where practicable, and not inconsistent with the basic purposes 
of the project, be made fully available for public use. This policy, 
which had earlier been expressed in legislation authorizing develop- 
ment of recreational and fish and wildlife resources at particular 
projects, was embodied in section 4 of the Food Control Act of Decem- 
ber 22, 1944 (58 Stat. 887, 889), and in the Coordination Act of 
August 14, 1946 (60 Stat. 1080; 16 U.S. C., sec. 661 et seq.). 


Section 4 of the 1944 Flood Control Act 


This section, as amended by section 4 of the Flood Control Act of 
July 24, 1946 (60 Stat. 641, 642), and section 209 of the Flood Control 
Act of September 3, 1954 (68 Stat. 1248, 1266; 16 U. S. C. 460d), 
authorizes the Corps of Engineers to construct, maintain, and operate 
public park and recreational facilities in reservoir areas, and to issue 
permits to others for such purposes. Section 4 also authorizes the 
Secretary of the Army to lease lands and facilities in reservoir areas, 
and to issue leases to nonprofit organizations for park or recreational 
purposes at reduced or nominal considerations “in recognition of the 
public service to be rendered in utilizing the leased premises.” 

Section 4 further requires that preference shall be given to govern- 
mental agencies and that free licenses or leases may be granted to such 
agencies to use all or part of a reservoir area for any public purpose. 
The statute further provides that where such lease or license involves 
lands for development and conservation of fish and wildlife, forests, or 
other natural resources, the licensee or lessee may be authorized to 
harvest and sell timber and crops to promote such beneficial purposes, 
and to utilize the proceeds of such sales in developing, conserving, 
maintaining, and utilizing the lands. The balance of such proceeds 
not so utilized are to be paid to the United States. 

Section 4 further requires that the water areas of all such reservoirs 
shall be open to free public use for boating, swimming, bathing, 
fishing, and other recreational purposes, and that ready access to 
and exit from the water areas along the shores of the reservoirs shall 

! For example, testimony given by Mr. Robert Paul, assistant executive vice president, Sport Fishin 
Institute, and a former official of the California Department of Fish and Game, indicated that land locat 
near the reservoir at Folsom Dam and Reservoir project increased in value from $100 to $1,200 per acre. 
Also, the corps’ district engineer in Fort Worth reported on September 2, 1954. that 4,490 acres at Benbrook 


Reservoir which would be subject to reconveyance to the former owners under H. R. 10155, 83d Cong., and 
which had cost the Government about $825,000, had increased in value since acquisition by 500 percent. 
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be maintained for general public use. No reservoir area may be used 
in a manner inconsistent with State laws for the protection of fish 
and game.” 

The legislative history of section 4 emphasizes the breadth of 
congressional concern for full development of the recreational poten- 
tial of the Federal reservoirs. Thus, the House Committee on Flood 
Control, in reporting the bill which became the 1944 Flood Control 
Act, stated that a— 


large number of these reservoirs present opportunities for 
recreational development of widespread interest and benefit, 
at very little cost. 


The committee further emphasized that its purpose was to provide— 


authority to expend the small amount of funds needed to make 
the recreation and conservation values at these reservoirs fully 
available. * * * This committee is of the opinion that, where 
practicable, without reducing flood-control benefits, projects 
should be fully utilized to provide recreational facilities for the 
benefit of the general public’ (H. Rept. 1309, 78th Cong., 2d 
sess., p. 6; emphasis supplied). 


This purpose was repeated during the debate on the bill (90 Congres- 
sional Record 4126). 

The 1946 amendment of section 4 broadened the licensing and 
leasing authority. It permitted issuance of licenses to governmental 
agencies not only for park and recreational purposes, but also for 
other public purposes such as conservation; and it authorized the 
Secretary of the Army to prescribe the duration and conditions of 
the licenses. In addition, the legislative history of the 1946 amend- 
ment shows that Congress, in adding the provided clause authorizing 
leases at reduced or nominal rentals to nonprofit organizations, 
particularly intended to make the recreational benefits of reservoir 
lands available to such organizations as ‘Boy Scouts, and school- 
teachers” (H. Rept. 2165, p. 7, and S. Rept. 1624, p. 12, both in the 
79th Cong., 2d sess.; 92 Congressional Record 7083). 

The 1954 amendments to section 4 of the Flood Control Act were 
intended to strengthen the congressional purpose of promoting 
maximum development of the recreation and conservation values of 
reservoir project lands. It was intended to promote, said the House 
Committee on Public Works, “the sound management of the land for 
the public welfare” and ‘carrying out * * * conservation practices” 
(H. Rept. 2247, 83d Cong., 2d sess., p. 160). To accomplish this 
purpose, the authority of the Secretary of the Army was expanded to 
grant leases for purposes which he deemed reasonable ‘‘in the public 
interest’’; it was specified that leases to nonprofit organizations were 
to be “for park or recreational purposes”; and the Secretary of the 
Army was authorized to issue preference leases, as well as licenses, to 
governmental agencies “for any public purpose,” and to authorize 
such lessee or licensee to cut timber and harvest crops for the purpose 
of using the proceeds “‘in the development, conservation, maintenance, 
and utilization of such lands.” 


13 The text of sec. 4 of the Flood Control Act, as amended, is set forth in appendix A of this report. 
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The Coordination Act of August 14, 1946 


This act has greatly promoted effectual planning, development, 
and coordination of wildlife conservation. It assigns a responsible 
role to the Fish and Wildlife Service of the Department of the Interior 
to investigate wildlife resources and to provide assistance to Federal, 
State, and other agencies in developing and protecting wildlife and 
their resources and habitat. 

Sections 2 and 3 of the Coordination Act particularly deal with the 
relationship of wildlife conservation and reservoir projects. Section 
2 specifies that whenever the waters of any stream or other body of 
water are to be impounded or controlled for any purpose whatever by 
any Federal agency, or by any other agency under a Federal permit, 
the agency must consult with the Fish and Wildlife Service and the 
head of the comparable State wildlife agency for the purpose of 
“preventing loss of and damage to wildlife resources.” Section 3 
provides that whenever such impoundment or control of water 
occurs— 

adequate provision consistent with the primary purposes of 
such impoundment, diversion, or other control shall be made 
for the use thereof, together with any areas of land, or interest 
therein, acquired or administered in connection therewith, 
for the conservation, maintenance, and management of wild- 
life, resources thereof, and its habitat thereon (16 U.S. C., 
sec. 663). 


These statutory enactments manifest a clear congressional purpose 
that, consistent with the basic purposes of the reservoir project, 
the land and water areas of reservoir projects shall be established 
and administered so as to obtain the maximum sustained public 
benefits of the recreational and conservational potential available 
from the reservoir area. The statute demands that “adequate pro- 
vision * * * shall be made for the use” of the lands and waters of 
the reservoir project in the interest of conservation of wildlife. 


Increased demand for recreation 


The past 7 years have seen a phenomenal development in the public 
demand for recreational opportunities at water reservoirs. It is 
a growth that was wholly unforeseen 10 years ago. This is illustrated 
in the following figures cited by General Itschner showing the corps’ 
estimates in 1946 of future expected visitor use at four reservoirs, 
compared to the actual visitor use experienced in 1956, as follows: 








1946 estimate of} 1956 actual 
Reservoir future annual visitor-days 
visitor-days 





De. CLEARS TURD) 66 nininiccetisncckcadinsnnnnamgeebaelameeel 600, 000 7, 471, 600 
Ceiba Toes SP. cc ncadsccdcdccussdestsncstunneassecueubneteneeee 45, 000 561, 900 
Greet Gals Pie: Ole ocncicccccssutsnseseaonsscetminnatéatecseen 32, 000 436, 200 
Een, OREE...cnc-ece pbb otnmnidasnshemnibhnipmnestqdedm aac naanaee 18, 000 471, 700 





General Itschner described this spectacular increase as ‘‘very much 
beyond our expectations, as it has been at all of our reservoirs.” 
Similar almost fantastic expansion of visitor use has been experienced, 
not only at reservoirs of the Corps of Engineers, but also at reservoirs 
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of the Bureau of Reclamation, and in areas administered by the 
National Park Service, the Fish and Wildlife Service, and the Forest 
Service, as shown in the following table: 


TABLE 5.—Summary of recreational use, 1950-56 





| Forest Service, national 











forests 
Fish and 
Corps of En-| Bureau of National Wildlife (A) 
gineers, | Reclama- Park Service Service, Campers, 
Year civil works | tion, Federal | areas admin- national picnickers, (B) 

projects | reclamation | istered by wildlife winter sports | Purpose pri. 

reservoirs | NPS refuges part icipants, marily to en- 

| hotel and | joy scenery. 

| summer | excludes (A) 

home guests, 
excludes (B) 
—_—_—_—_—_— eee ——_—_ + — 
Total visitor- Total visitor- 
days | days Total visitors | Total visitors | Total rtsi’s Total visits 

16, 000, 000 Se 4 De | 8 eee 27, 368, 000 56, 797, 000 
21, 000, 000 7, 813,000 | 37, 106, 000 | 3, 443, 000 29, 950, 000 65, 454, 000 
29, 500, 000 8, 432,000 | 42, 300, 000 4, 261, 000 33, 007, 000 84, 493, 000 
41, 000, 000 8, 914, 000 46, 225, 000 4, 687, 000 35, 403, 000 89, 843, 000 
54, 000, 000 9, 867, 000 47, 800, 000 5, 202, 000 40, 304, 000 104, 259, 000 
62, 522, 000 11, 400, 000 50, 008, 000 6, 974, 000 45, 713, 000 119, 586, 000 
71, 340, 000 | 13, 433, 000 54, 923, 000 7, 555, 000 52, 556, 000 131, 301, 000 





This great flood of public demand for the recreational opportunities 
available at reservoir projects emphasizes the importance of Congress’ 
concern for full utilization of that recreational potential, and the 
desirability of including in all leases, licenses and concession agree- 
ments provisions similar to those of clause 20 of the National Park 
Service’s standard concession contract which protects the equal right 
of all people to use Federal recreational lands and facilities. 

The corps’ efforts to meet the greatly increased demand for public 
recreation has been restricted by the joint policy to the acquisition of 
limited access area points, generally at intervals of 5 to 10 miles 
along the reservoir. 

Although the corps’ increased attention to acquisition of access 
areas is praiseworthy, the committee believes that the access areas 
are not sufficient to satisfy all of the present and potential needs for 
public recreation. Many access areas are inadequate for present 
needs, and it is evident that the joint policy substantially reduces 
the corps’ ability to make the recreational potential of its reservoir 


projects fully available. This is borne out by General Robinson’s 
testimony as follows: 


Mr. Inpritz. If the land referred to was acquired in fee 
instead of easement, would it be available for recreational 
use? 

General Roxzinson. It would be available for recreation 
and conservation purposes; yes. 

Mr. Inpritrz. When it is acquired in easement, it is not 
available for such use? 

General Rosinson. That is correct. 

Mr. Inpritz. And was that land between the 5-year line 
and the project flood line acquired for project purposes? 

General Ropinson. The easement on it was acquired for 
project purposes; that is correct. 
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Mr. Inprirz. In other words, the land is essential for pro- 
ject purposes. At least, an interest in the land is essential 
for project purposes? 

General Ropinson. An interest, yes. 

Mr. Inprirz. And such land in many areas has recrea- 
tional potentialities? 

General Rosinson. That is my belief; yes. 

” * . * = 


Mr. Cuupvorr. The 1953 policy would cut down the recrea- 
tional spots, wouldn’t it? 

General Rosrnson. That is right. I disagree with that 
policy in certain respects. 

The corps’ acquisition of the “‘limited-access” points provides park- 
ing and picnic areas, boat-launching sites, and related services at 5- to 
10-mile intervals. However, such limited-access points hardly take 
account of the large recreational values available on reservoir shore- 
lines, such as angling by bank fishermen, organized and unorganized 
picnicking, hiking, camping, and other recreational activities. More- 
over, the corps is inhibited even as to the development of the access 

oints by the provision in the joint policy that the access areas shall 
a” for “limited public use.” ‘The access points merely mitigate the 
basic vice of the policy which makes unavailable much of the shore- 
line areas in sufficient depth for recreational activities, and, by deny- 
ing full use of, and access to, the reservoir shoreline for recreatiorel 
purposes, prevents maximum development of the recreation potential. 
y 2 testifying before this committee, General Itschner stated as 
ollows: 


Lands are not available, however, for those semipublic 
activities such as camps for the Boy Scouts, service clubs, 
church groups, and the like, which would be encouraged 
and promoted by the availability of Federal lands. Such 
lands, if federally owned, could be made available without 
charge to agencies providing a public service. 


General Itschner also testified as follows: 


Mr. Inprirz. Are the access areas used for fish and wild- 
life conservation purposes? 

General Irscuner. No. 

Mr. Inpritz. So that, when you have a very narrow 
strip of land around the reservoir, the use of the access areas 
to provide the recreation potential does not also include the 
use of the land surrounding the reservoir for fish and wild- 
life management plans with the States and local bodies? 

General Irscuner. That is true, sir. 

Mr. Inpritz. You recollect that section 4 of the Flood 
Control Act evidences a congressional intention that the 
Secretary of the Army, through the Corps of Engineers, 
make leases and licenses for this purpose. 

General Irscuner. That is correct, for land that is re- 
quired for project purposes. 

Mr. Inprirz. If the lands up to the project line were 
acquired in fee, they would be available for such leases and 
licenses? 
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General ItscHner. They certainly would. We would 
encourage the use for that purpose. 

Mr. Inpritz. What lands are available for such leases and 
licenses when you acquire project lands under the new policy? 

General IrscuNeR. There would be very little. It would 
depend upon the type of reservoir, the terrain, and the 
necessary real-estate blocking-out procedures. There would 
be very little land available for those purposes. 

Mr. Inpritz. So, the net effect of the policy is to excise 
from the statute that provision dealing with leases and 
licenses? 

General ItscuNner. It reduces the availability of land for 
that purpose. 

Mr. Inpritz. Very substantially? 

General IrscHner. Yes. 


The committee believes that the effect of the joint policy in thus 
impairing recreational benefits is to negate the congressional intention 
manifested in section 4 of the Flood Control Act, particularly in view 
of the legislative history of the 1946 amendments showing Congress’s 
particular concern that the recreational benefits present in reservoir 
areas be available for Boy Scout and other organizations. 

The joint policy, moreover, compels the corps to acquire a very 
restricted periphery, which is often wholly inadequate. This is par- 
ticularly true at those reservoirs where the conservation-pool line, or 
the floodwater, is at. or above the 5-year flood-frequency line. At 
such times, there is no dry, fee-land periphery and the private land- 
owner controls the fee down to the water’s edge. Since the Corps of 
Engineers easement contains no provision guaranteeing public access 
in such instances, it is evident to this committee that General Sturgis 
was clearly right when he wrote in his memorandum of April 21, 1955, 
to Assistant Secretary of the Army Roderick that when the adjacent 
landowner has ‘“‘the right of exclusive access to the waters of adjacent 
property,”’ it is— 

considered directly contrary to law. Recreational oppor- 
tunities resulting from Federal expenditures should be avail- 


able for the general public, which has supported the con- 
struction of the project. 


The committee believes that the joint policy limits maximum de- 
velopment of public recreation, and that by leaving with the adjoin- 
ing landowners the right of exclusive access to extensive regions of 
shoreline, it virtually gives away to these few individuals a ready- 
made, tax-paid, and tax-created concession for exploiting the public. 
The committee also believes that the rapid increase in land values 
directly resulting from the presence of a reservoir substantially im- 
pairs the ability of local governmental agencies to promote local 
recreational facilities. 

The committee also believes that the joint policy in many instances 
precludes or hampers adequate development and use of the reservoir 
potential for fish and wildlife management. Virtually every national 
conservation organization and many State conservation agencies have 
so testified before this committee, have protested against the continu- 
ation of the joint policy, and have urged a return to the former policy. 
Not a single private or governmental conservation organization is on 
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record before the committee as supporting the joint policy. (See 
appendix B for list of witnesses and communications.) 

Perhaps the strongest indictment of the joint policy was made 
by the Assistant Secretary of the Interior for Fish and Wildlife, 
Mr. Ross L. Leffler, who is known throughout the country for his 
distinguished record as a conservationist, as a president of the Inter- 
national Association of Game, Fish, and Conservation Commissioners 
and for several years national chairman of the Conservation Com- 
mittee of the Boy Scouts of America, and as a member of the Penn- 
sylvania Game Commission for almost 30 years under both Democratic 
and Republican governors. Until his nomination by President Eisen- 
hower as Assistant Secretary of the Interior, he was the assistant to 
the executive vice president of the United States Steel Corporation. 

Mr. Leffler testified that the access points— 


do not provide opportunities for intensive fish and wildlife 
management by the State and Federal fish and wildlife 
groups where justified. 


He further testified as follows: 


Mr. Inprirz. Should the lands be acquired in such a 
fashion as to reduce, or eliminate, the fish, wildlife, or con- 
servation values inherent in those lands? 

Mr. Lerruer. It is my opinion they should be purchased 
with the idea that the recreational values of those lands 
should not only be maintained, but wherever possible, 
enhanced. 

* * * x * 


Mr. Cuuporr. Now, to get back to our problem, Mr. 
Leffler, whether it is more economical, or better, to acquire 
this land in fee, or to acquire an easement, if the Corps of 
Engineers, under their new policy acquire easements, there 
will be less recreational areas; is that not true? 

Mr. Lerrier. That is true 

Mr. Cuuporr. If we have less recreational areas it follows 
by logic we will have less fish and wildlife areas? 

Mr. Lerrier. That is correct. That is the point we 
wish to make. 

* * * « * 


Mr. Inpritz. Do you think that where the construction 
agencies acquire lands for project purposes they ought to 
acquire such interests in the lands as to fulfill not only the 
construction purposes, the project purposes, but also the 
fish and wildlife values that are inherent in the lands? 

Mr. Lerrier. We feel that is a very valuable adjunct to 
the reservoir project, or whatever it may be, and therefore 
should be taken into consideration and land acquired at the 
time land is acquired for the reservoir itself. Lands would 
be set aside or purchased for fish and wildlife purposes for 
the people. 

* * * * + 


Mr. Inpritz. Under the present policy of the 2 depart- 
ments, lands under a certain line, either the 5-year flood 
line or the 300-foot horizontal line, must be acquired in 
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easement rather than fee, and when an easement is obtained 
the Government has only a very limited or restricted interest, 
namely, to have a temporary flowage of water over the land. 
Would not such a policy, when applied as a general matter, 
be detrimental to the full utilization of the fish and wildlife 
and conservation values? 

Mr. Lerruer. In many instances an easement policy 
might work to the detriment of the fish and wildlife purposes, 
for which we would like to see the reservoir used. 

Mr. Inpritz. Is there any provision in the policy which 

states that before applying the easement policy the fish and 
wildlife and conservation values should be first considered? 

Mr. McBroom. There is not such a statement in the 
policy. 

Mr. Cuuporr. In other words, you are the fifth wheel on 
the wagon. If they finally decide to buy the land in fee, then 
you get consideration. But that is the only time you get 
consideration, * * *” 
~ ok * * « 


Mr. Inpritz. Mr. Leffler, I wonder if you could comment 
as to how the policy has ‘been applied, actually applied, 
by the district engineers at reservoirs, in terms of recognizing 
the wildlife values? Has it been adequate? 

Mr. Lerriser. Generally speaking, we would say that the 
policy has worked to our detriment. I am not saying that 
critically of the district engineers, you understand, because 
they were applying this policy. There were many instances 
where we made recommendations. They have felt otherwise 
and have, therefore, disregarded them. Furthermore, if the 
policy had not been enforced, I feel quite confident in many 
Seer ees we would have had recreational values on those 
ands. 


It is significant that the Fish and Wildlife Service, in its project 
reports submitted pursuant to the Coordination Act, has frequently 
and repeatedly recommended specific departures from ‘the joint policy. 
Testimony before the committee indicates that the Corps of Engineers 
has frequently rejected those recommendations, largely due to the 
joint policy, whereas the Bureau of Reclamation has generally adopted 
the recommendations. 

Basically the joint policy is anticonservation in outlook. It mini- 
mizes public control of the shoreline, plus a periphery in reasonable 
depth which is necessary for the protection of the health and safety 
of those who use the reservoir. It hampers or prevents adequate fish 
and wildlife management which in many instances can be accom- 
plished only when the shoreline and additional border lands are avail- 
able. Thus, the shallow and marshy areas around the shoreline provide 
much fish food and spawning grounds for many species of game fishes, 
as well as excellent habitat for wild waterfowl. Public control of such 
land is needed to provide adequate management of such wildlife, 
including also the adequate harvest of fishes to prevent their over- 
population and stunting in manmade impoundments. 

Typical of the opinion of experts on the subject are the following 
recommendations made by the United States Fish and Wildlife Serv- 
ice of the Department of the Interior. 
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Especially important for consideration of access to the 
fishing resources are the bank fishermen. In mature reser- 
voirs and tailwaters, often more than one-half the fishing 
pressure results from this type of activity. Persons desir- 
ing to fish in this manner must have areas of ready access to 
the reservoir; provisions for family recreation in the vicinity 
of the access points enhance access area value. A wooded 
glade, and an overlook with camping and picnicking facili- 
ties add to the intrinsic values of an access point (Report 
for Fort Gaines Lock and Dam Reservoir, Atlanta and 
Georgia, p. 9, par. 38). 

Purchase in fee simple of all lands required for the reser- 
voir would make possible public access for the purpose of 
hunting or fishing and thus contribute to realization of maxi- 
mum recreational benefits from the project. Government 
ownership of the land is prerequisite to establishment of a 
national wildife refuge, as well as to administration of the 
balance of the reservoir area designated as particularly im- 
portant in the national migratory bird management program. 
The purchase of flood easements on project lands would 
make difficult, if not impossible, the administration and de- 
velopment of fish and wildlife resources (Report for Strawn 
Reservoir in Kansas, par. 27). 


Not only does the joint policy obstruct the development of fish and 
wildlife resources by Federal agencies, but it also denies conservation 
benefits to the public by making it virtually impossible for the State 
wildlife agencies to invest in fish and wildlife research and develop- 
ment. The States have invested considerable sums for such purposes 
at Federal reservoirs where project land was acquired under the old 
policy, but they are evidiate unable to do so in many instances at 

rojects where the new policy prevents acquisition of sufficient fee 
ands. 

In sum, the joint policy does not permit efficient or full protection 
and development of recreational, scenic, and fish and wildlife resources, 
Instead of providing for the largest number, it confers upon a few 
individuals a tax-created windfall of exclusive and private access and 
increased property values. It obstructs adequate protection against 
erosion of adjacent lands and against pollution and siltation of reser- 
voirs. In short, the policy is a substantial deterrent to sound manage- 
ment of resources and is contrary to proper conservation. 

It is noteworthy that at its very first meeting on June 12-13, 1957, 
the Advisory Committee on Fish and Wildlife, composed of dis- 
tinguished conservation experts appointed to advise the Assistant 
Secretary of the Interior for Fish and Wildlife, formally recommended 
that ‘“* * * the present land acquisition policy agreement between 
Interior and the Army engineers should be revised. Fee simple 
acquisition to provide adequate land is necessary for the management 
of the fish and wildlife resources and to furnish far greater access for 
recreational opportunities.” 

The committee believes that the public interest in wise conservation 
of our national fish and wildlife resources requires not only the revo- 
cation of the joint policy, but also the strengthening of the Coordina- 
tion Act. The committee is gratified that a draft of amendments to 
the Coordination Act prepared by the Interior Department has been 
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endorsed by all 48 States and has already been introduced in the 85th 
Congress by Congressman Henry S. Reuss of Wisconsin (H. R. 8747) 
and Congressman Lee Metcalf of Montana (H. R. 8631). These 
amendments would permit the Fish and Wildlife Service to accept 
donations of land and funds; would broaden its authority to consult 
with respect to proposed as well as authorized projects and also those 
receiving Federal financial or technical assistance; would provide for 
the development and improvement of wildlife resources, as well as 
mitigation of losses thereof; would authorize acquisition of lands for 
such purposes by Federal construction agencies; and would make other 
important improvements in the Coordination Act. The committee 
believes the basic objectives of these amendments are in the public 
interest and recommends their favorable consideration by the leg- 
islative committees of Congress which will deal with them. 


DISCRIMINATORY FEATURES OF JOINT POLICY 


Among the deplorable features of the joint policy have been the 
inequities resulting from its application at projects where the corps’ 
land-acquisition program had been only partially completed. Since 
the corps does not have general authority to reconvey lands to former 
owners," application of the policy at such projects has meant that 
those whose lands were acquired in fee under the old policy no longer 
have any interest, whereas adjoining landowners, where purchase or 
condemnation proceedings had not then yet been completed, were 
allowed to retain fee title subject only to the flowage easement. This 
inequitable and discriminatory consequence of the joint policy has 
resulted in a demand by many landowners for legislation which would 
eliminate or mitigate the discrimination. 

By two acts approved August 9, 1955, Congress authorized the 
Secretary of the Army to revest title of much of the fee lands to former 
landowners at Jim Woodruff Reservoir, Fla. and Ga. (69 Stat. 591), 
and at Demopolis Lock and Dam, Ala. (69 Stat. 608). Although the 
statute authorizing revestment of lands at Jim Woodruff Reservoir 
specifically limited the revestment authority to lands which were not 
“required for public purposes,” the corps apparently took the view 
that lands required for fish and wildlife conservation, which were then 
under a license to the Florida Game and Fresh Water Fish Commis- 
sion, were to be reconveyed to the former landowners. The protest- 
ing outcry of conservation organizations all over the country led to 
enactment of a statute approved August 6, 1956 (70 Stat. 1064), 
which, in effect, reversed the decision of the corps and directed that 
over 4,000 acres of fee land should be retained for fish and wildlife 
and recreational purposes. 

The joint policy has, in effect, placed Congress in the dilemma of 
either ignoring the justified complaints of landowners concerning the 
discrimination vention from the joint policy, or authorizing the 
revestment of lands in the face of almost unanimous opposition by 
conservation, recreation, and other public-spirited organizations 


% Under the Federal Property and Administrative Services Act of 1949, as amended (40 U. S. C. 484 (e)), 
the Administrator of General Services has authority—which he may delegate—to dispose of land declared 
surplus to Government needs without advertising and hence by negotiation with the former owner of the 
land. However, such sale would be at the current fair market value, in many cases from 5 to 10 times the 
original acquisition price. (See footnote 11, supra, and hearings before House Public Works Committee 
on H. R. 1599, 84th Cong., to authorize recon veyance of certain lands to former owners of land at Jim Wood- 
ruff Reservoir, May 23, 1955, p. 61.) 
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which oppose the giveaway to private interests of lands which should 
be retained for the benefit of the general public. The committee 
believes that the sooner the joint policy is abandoned, the quicker 
these discriminations and inequities can be eliminated. 


EFFECT OF JOINT POLICY ON THE LOCAL ECONOMY AND TAX REVENUES 


In their press release of October 12, 1953 announcing the new joint 
policy, Army Secretary Stevens and Interior Secretary McKay stated 
two reasons for the adoption of the new policy. One reason (that 
Federal real estate costs would be materially reduced) has already 
been discussed and shown to be unsound. The second reason stated 
by the two Secretaries for the adoption of the joint policy was that 
“State and local governments would benefit by the increased amount 
of land left on the tax rolls.” 

The fact that when the Federal Government acquires only an ease- 
ment the fee title remains in private ownership and therefore con- 
tinues on the local tax rolls is, however, only the beginning, not the 
end, of inquiry as to whether the overall effect of the easement policy 
is more beneficial or less beneficial to the local government, to the 
Federal Government, and to the general public. 

Acquisition of an easement in lieu of a fee does not mean that the 
tax revenues are unaffected. The fee value of the land remaining in 
private ownership should be discounted by the value of the easement 
acquired by the Government and this would presumably result in 
some tax loss. However, the tax loss in fee acquisition is not as im- 
portant a factor as was indicated in the press release of October 12, 
1953. According to a study made by the Corps of Engineers, the 
total real estate acquisitions for 16 major civil works projects of the 
Department of the Army for the period 1939-47 resulted in an annual 
real-estate tax revenue loss to local governments, at the time of ac- 
quisition, of less than $132,000 out of total annual real-estate tax 
revenues of over $11 million. Thus, the total tax loss was less than 
1.17 percent. 

The relative insignificance of this tax loss was pointed out to 
Secretary Stevens in General Robinson’s memorandum of July 1, 1953, 
where he said that— 


State and local governmental agencies have not in general 
taken an active part in supporting or protesting the land 
acquisition of the Corps of Engineers for civil works projects. 


General Robinson’s memorandum also advised Secretary Stevens that 
section 5 of the Flood Control Act of 1946 (33 U.S. C. sec. 701¢-3) 
provided that 75 percent of the revenues derived by the Federal 
Government from the leasing of lands at reservoir projects shall be 
turned over to the State for the benefit of public schools and roads in 
the county in which the project lands are situated, and he pointed out: 
“Tn many cases such returns exceed the tax revenue which otherwise 
would have been received from the land.” The amount of such pay- 
ments to the State is substantial. For example, in 1956, the 75 per- 
cent payment totaled $1,442,476. 

Because there are now many more projects than in the 1939-47 
period, the annual tax loss computed as of time of acquisition is now 
greater. Nevertheless, the loss of tax revenues resulting from land 
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acquisition for reservoir —— remains relatively insignificant, 
Thus General Itschner testified: 


On the other hand, there is a compensating factor and that 
is that the values of lands around these reservoirs in private 
ownership has increased very greatly in some cases, and so we 
feel that the total revenue derived by the States, due to the 
2 causes—1, our 75 percent payment; and 2, the increase in 
land values—far more than outweigh the loss in taxes due to 
the loss of these lands. 


Still another offset to the tax loss resulting from fee acquisition 
comes from the tremendous economic benefits resulting from the 
increased use of reservoir lands for recreation. In many States, 
visitor attendance at reservoirs of the Corps of Engineers exceeds the 
attendance at State parks. Visitors to Federal reservoirs frequently 
come from great distances, and in some cases over 50 percent of the 
automobile license plates at the reservoirs are from out of State. 
They spend much money for food, hotels, personal services, fishing 
and other sports equipment, gasoline, etc., in the course of their visits, 
For example, a national survey of fishing and hunting made by the 
Fish and Wildlife Service indicates that over 20 million Americans 
engaged in fishing in 1955, and it was estimated in the hearings that 
their expenditures for equipment and services for such fishing ex- 
ceeded $2 billion. 

The areas around Federal reservoirs have benefited greatly from 
these recreation expenditures. The following data presented by the 
Corps of Engineers for the year 1955 are representative of the annual 
business resulting from reservoir visitors. 


Project: Amount 
Bull Shoals Reservoir, Ark. and Mo......---.- 2 ee $7, 500, 000 
Norfork: Reservoir, Ark. and Mo. ised i cnssnccedcesenn cud 4, 226, 000 
Dennison, Peservoelr, 2 6%. O00 OR. o ctitncs dctmpteenedecncndsips 32, 350, 000 
Caer Cr OOETUERT, OG. UO. BNO WE nnnscucsnsmeccsnecaéuadsse 3, 500, 000 


The amount of increase in local tax revenues resulting from such 
increased visitation and visitor expenditures is unquestionably very 
substantial. 

The suggestion is sometimes heard that the Federal Government 
should disregard such visitor demand and should leave it to the States 
and local agencies to provide the lands and facilities. This argument 
is squarely inconsistent with the solicitude expressed for the preser- 
vation of local tax revenues. The effect of constructing the reservoir 
is to create greater interest in the use of the lands for recreation 
purposes, and to stimulate speculation in lands. This boosts the 
price of the lands, and makes it much costlier for the States and local 
agencies to acquire lands for public recreational and conservational 
activity. (See footnote 11, supra.) Thus, the benefits created by the 
expenditure of Federal public funds not only inure to the benefit of a 
few private landowners, but also make it more expensive for the States 
and local agencies to acquire lands for State and local public programs. 

As already shown, the present joint land acquisition policy falls 
far short of what is needed to insure full and adequate use of Federal 
reservoirs by the general public. To that extent, it impairs the bene- 
fits which could otherwise be available to the local economy and the 
local taxing units. Accordingly, the committee believes that the 
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argument for maintaining lands on local tax rolls, although ordinarily 
desirable, is, in this instance, an inadequate justification for the adop- 
tion of the joint policy because the adverse effect of the joint policy 
on local tax revenues far outweighs the small benefits derived by the 
taxing units from retention of the fee title on the local tax rolls. 


IMPACT OF RESERVOIR LAND ACQUISITION ON THE FOREST INDUSTRY 


During the hearings before this committee, representatives of the 
forest industry stated that the Government’s fee acquisition of lands 
for reservoir projects often takes much valuable timberlands out of 
commercial production. Although the timber owner receives just 
compensation for the land acquired by the Government, it was 
stated that the timber operator is often unable to find other timber- 
lands in which to invest that money. It was suggested that this 
impact upon the timber industry could be reduced if the Secretary 
of the Army exercised his authority under the act of June 20, 1938 
(52 Stat. 804), as amended August 11, 1939 (53 Stat. 1414; 33 U.S.C. 
558b and 558b-1), to exchange forest land of the Government for 
private forest lands to be acquired for flood control projects. 

This authority has not been used by the Department of the Army 
in connection with forest lands because the Corps of Engineers has 
virtually no forest lands available for such exchanges and is not 
authorized to use for such purposes Government lands administered 
by other agencies (such as the Forest Service, Bureau of Land Manage- 
ment, Bureau of Indian Affairs, etc.). 

The committee believes that such exchanges might be beneficial 
from the standpoint of the overall economy to the Government, the 
continuation of productive private enterprise, and the reduction of 
expenditures by the Federal treasury. The committee therefore rec- 
ommends that the Department of the Army and the other two depart- 
ments which have primary jurisdiction over forest lands (Department 
of Agriculture and Department of the Interior) should jointly make 
a study as to the practicability, from the standpoint of overall Govern- 
ment economy and the wisest conservation of natural resources, of 
devising a procedure whereby the forest lands under the jurisdiction 
of the Department of Agriculture or the Department of the Interior 
might be transferred to private lumber interests in exchange for their 
private lands when they are acquired for reservoir projects. The 
committee believes that any such exchange procedure should (a) pre- 
serve to the agency having primary jurisdiction over the public forest 
land the right to determine whether or not the exchange should be 
made; (b) contain provision for adequate protection of watersheds 
and preservation of public hunting and fishing not inconsistent with 
State and Federal law; (ce) provide that the exchanges should be made 
only with respect to comparative types of land and on the basis of 
equal values; (d) prohibit exchanges of Government lands in national 
parks, wildlife refuges, and Indian and military reservations; and 
(e) contain such other provisions to protect the public interest as 
their study shows to be necessary. It is requested that the three 
agencies report back to this committee on this matter not later than 
March 1, 1958. The report should include recommendations, if any 
are needed, for further legislation. 

The committee also believes the authority contained in section 4 of 
the 1944 Flood Control Act as amended, whereby licensees and 
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lessees may be authorized by the Secretary of the Army to harvest 
and sell timber and to utilize the proceeds thereof in the development, 
conservation, maintenance and utilization of reservoir lands, un- 
doubtedly could be utilized to enable commercial production of reser- 
voir area timber the cutting of which would not impair the basic 
purposes of the leases or licenses. 


INFLUENCES LEADING TO THE ADOPTION OF THE JOINT POLICY 


In view of the adverse effects of the joint policy upon the public 
interest, with respect to conservation, public recreation, economy of 
governmental expenditures, and efficiency of reservoir operations, 
the question naturally arises: How and why was it adopted, and what 
were the influences that led to its adoption? 


Summary 


The joint policy was crystallized on October 12, 1953. It was 
evolved during the spring and summer of 1953. Much of the impetus 
for the adoption of the new policy came from the pressures generated 
by one influential landowner through the White House and the then 
Secretary of the Army Robert T. Stevens. That landowner was one 
Sid Richardson, who is reputed to be one of me ace and most 
influential individuals in the United States. jections by career 
officers of the Corps of Engineers were largely y Gictoatiod, career 
officials of the Fish and Wildlife Service were apparently not even 
consulted, and the policy was adopted by the new administration 
without public notice or public hearings. Although Secretary of the 
Army Robert T. Stevens went to great lengths to try to satisfy Mr. 
Richardson, Mr. Richardson wanted even greater concessions and 
apparently was able to get the then Deputy Secretary of Defense 
Robert B. Anderson (now the Secretary of the Treasury) to intercede 
with President Eisenhower, not only for the purpose of giving exclu- 
sive shoreline control around reservoir projects to private owners and 
thus depriving the public of access rights to the shoreline and the 
adjacent water surface, but also for the purpose of allowing construc- 
tion of private structures in flow age areas closer to the shoreline of 
the reservoirs and thus weakening the Government’s operational con- 
trol of the reservoirs. So drastic were these proposals that the then 
Chief of Engineers, Major General Sturgis, formally advised the Secre- 
tary of the Army that to permit private landowners to “have the right 
of exclusive access to the water adjacent to their property * * * is 
considered directly contrary to law.” He further stated: 


I cannot emphasize too strongly my apprehension over 
recent policy developments in this field. ‘The elimination 
of Government fee holdings in lands above the dead storage 
pool and any increased liberality with regard to structures 
mn the reservoir area, which are proposed, would permit 
serious encroachment upon our ability to accomplish project 
purposes. The retention of private property rights and the 
erection of privately owned structures on lands which are 
planned to be intermittently or periodically flooded would 
invite a conflict of interests and resultant pressures to alter 
planned operational procedures. (General Sturgis’ memo 
of April 21, 1955, to Secretary of the Army.) 
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How Mr. Richardson became interested in the policy 


During the construction of the Benbrook Reservoir by the Corps of 
Engineers in Texas, it became necessary to acquire certain lands within 
the reservoir project area belonging to Mr. Richardson. He refused 
to sell the land to the Government, but offered to let the Government 
have fee title only to the land under the conservation pool, if the 
Government would accept easements above the conservation pool and 
permit the landowners to keep the land, subject to such easements, 
down to the water’s edge. (Pp. 50, 184, and 217 in transcript of 
record of Richardson case, United States v. Richardson (204 F. 2d 
552)). Refusing these proposals, the Government filed a condemna- 
tion proceeding in 1950 to acquire the fee title to those parts of the 
Richardson lauds which were within the project area. ‘The Govern- 
ment’s amended petition and declaration of taking covered some 1,207 
acres, and the sum of $162,000 was deposited by the Government in 
the registry of the district court as estimated compensation for the 
Richardson tract (known as tract B-108). 

Mr. Richardson vigorously contested the action. When the then 
Secretary of the Army Frank Pace declined to subject himself to oral 
depositions and requests for admission, Mr. Richardson’s lawyers 
sought to have the condemnation proceeding dismissed. The district 
court, in June 1952, rejected Mr. Richexdedt's motion to dismiss the 
suit, and refused to nullify the declaration of taking, but nevertheless 
entered an order which “abated” the suit and set aside all orders of 
possession theretofore approved as to tract B-108. The Fifth Circuit 
Court of Appeals dismissed the Government’s appeal on the procedural 
technicality that the district court’s order was not final and therefore 
not appealable, and refused to grant the Government’s application 
for leave to file a petition for the “extraordinary” writ of mandamus 
(United States v. Richardson, 204 F. 2d 552 (C. A. 5, May 6, 1953)). 

The case went back to the district court and no further action was 
taken by the Government to bring it to trial. Thus, at the present 
time, the Government lacks the right of possession, even though it 
has technical title and has deposited $162,000 in the registry of the 
court to pay for the land. Although the Corps of Engineers has 
flooded part of the land, Mr. Richardson remains in full possession 
of the shoreline and all of the dry land within the tract condemned 
by the Government. In effect, that part of the Benbrook Reservoir 
is Mr. Richardson’s private lake. 

Furthermore, notwithstanding that the land belongs to the United 
States, Mr. Richardson has been extracting large and valuable quan- 
tities of gravel from the condemned lands at least since November 
1950 without paying the United States for the gravel. Although 
staff members of the Department of Justice, the United States attor- 
ney, and the Corps of Engineers conferred in Fort Worth, Tex., as 
long ago as November 30, 1950, concerning Richardson’s extraction 
of gravel, with the objective of seeking action to legalize the gravel 
operations the Department of Justice disclaims having knowledge of 
Mr. Richardson’s removal of the gravel until this committee’s hearings 
brought the matter to public attention (letter of Assistant Attorney 
General Perry Morton, July 19, 1957. 

Mr. Richardson was apparently unable, during the previous admin- 
istration, to obtain what he desired from the Corps of Engineers and 
the Department of Justice. It seems to be more than mere coinci- 
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dence that early in March 1953 the Corps of Engineers received a 
telephone call from a White House aid asking for information con- 
cerning the acquisition and condemnation of land for the Benbrook 
and Whitney Reservoirs in Texas. General Robinson, Deputy Chief 
of Engineers, supplied the requested information to Dr. Gabriel 
Hauge, Administrative Assistant to President Eisenhower, on March 
16, 1953. This information consisted of a general statement con- 
cerning the policies and procedures governing the acquisition of lands 
for reservoir projects of the Department of the Army, as well as the 
facts concerning acquisition of lands for the two projects. 

On or about May 5, 1953, Secretary of the Army Robert T. Stevens 
arranged a meeting in his office with the Chief of the Corps of Engi- 
neers, Maj. Gen. 5. D. Sturgis, Jr., and Richardson’s attorney, Mr. 
Gillis Johnson. According to General Sturgis’ testimony, Secretary 
Stevens stated that the Corps of Engineers was acquiring property— 


outside the flowage line * * * under the guise of public 
access “block-out,’”’ “severance,” and similar reasons that 
were in reality subterfuges for extending legal authority for 
acquiring land for recreation and other purposes— 


such as fish and wildlife. Secretary Stevens further stated such 
acquisition would not be “supportable by the courts.” Secretary 
Stevens further referred to the land acquisition at Benbrook Reservoir, 
and according to General Sturgis, stated that he was “sufficiently 
informed to conclude that this was a particularly flagrant case” of the 

eneral position he had expressed about land acquisition. Secretary 

tevens stated his concern over the Corps’ ‘‘excessive takings” and 
asked General Sturgis to consider ‘‘the extensive information furnished 
by Mr. Johnson.” 

It is significant that the conference apparently involved only the 
subject of acquisition of excessive areas of land, not the nature of the 
interest to be taken on lands necessary for project use. 

On May 8, 1953, General Sturgis issued operational instructions 
No. 21 to the Assistant Chief of Engineers for Civil Works and the 
Assistant Chief of Engineers for Real Estate, asking them “at once 
to review the status of Benbrook Reservoir acquisition with a view 
to the Richardson case.” Apparently in an effort to devise a means 
by which Mr. Richardson could retain his land without completely 
impairing the Corps’ ability to flow water over it, General Sturgis 
for the first time raised the question of easements by specifically 
asking: 

(d) Why not allow easements or contour taking lines if so 
much money can be saved thereby? How much could be so 
saved? 


The two Assistant Chiefs had extensive memorandums prepared 
analyzing the existing land acquisition policy and making many 
recommendations. Significantly, the memorandum of the Acting 
Assistant Chief of Engineers for Real Estate, Mr. George Meier, 
pointed out that the responsibility for determining land require- 
ments at reservoir projects, both as to quantity of land and the 

uantum of estate, was with the Assistant Chief of Engineers for 
Civil Works, General Chorpening. 
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Mr. Meier’s memorandum recommended— 


limiting the taking lines in reservoir projects to just the land 
that is needed for reservoir purposes and to provide reason- 
able access to the reservoir by the public. 


In addition, he recommended that greater weight be given— 


to the desires of landowners who wish to reserve oil, 
mineral, and water rights (latter in Western States on savy, 
subject to reasonable restrictions on their exploration and 
development where the existence of proven value is estab- 
lished in any part of the reservoir area (memorandum, 
May 13, 1953, Chief of Engineers). 


He did not, however, recommend abandonment of the fee policy 
or the adoption of a general easement policy. On _ the contrary, 
according to his testimony before the committee, Mr. Meier opposed 
the general acquisition of flowage easements in reservoir areas. 

General C horpening, Assistant Chief of Engineers for Civil Works, 
in his exhaustive memorandum of May 25, 1953, specifically dealt with 
the nature of the estate which he recommended should be acquired: 


87. Estate to be acquired.—The fee title should be acquired 
to all lands required for the project except that favorable 
consideration will be given to comprehensive flowage ease- 
ments for lands which are already subject to flooding from 
natural causes, or where economic and social values of 
private use created over the years are unlikely to adversely 
influence unrestricted operation for project purposes. 


As a result of these analyses and recommendations, the Acting 
Chief of Engineers, Maj. Gen. B. L. Robinson, on July 1, 1953, 
submitted to Secretary Stevens a 7-page summary of the corps’ 
analyses and recommendations. This memorandum (printed in full 
in the hearings) fully advised Secretary Stevens concerning the corps’ 
authority to acquire real estate for reservoir projects; the responsi- 
bilities of the corps under section 4 of the Flood Control Act to utilize 
project lands for recreational purposes; and the corps’ method of 
establishing project boundaries and determining the taking lines. 

General Robinson’s memorandum also discussed the estate to be 
acquired; the attitudes of States and communities; the land acquisi- 
tion policies of other Federal agencies; the interests of the visiting 
public; the participation of State and local agencies in developing and 
managing reservoir areas for public use; the corps’ leasing program 
which grants preferences to former owners; and the extent of public 
recreational use at reservoir areas. 

He recommended that closer scrutiny be given to the establishment 
of the real property-taking line; that lands included on account of 
severance damages be eliminated from the taking area if the owner 
desires to retain the severed portion and is willing to waive severance 
damages; that public agencies be consulted concerning lands having 
significance for public use; and that lands not be acquired outside the 
project area for general park and recreational purposes. 

He emphasized that the general fee policy “is considered basically 
sound” and made the following recommendations as to the estate 
which should be acquired: 
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ESTATE TO BE ACQUIRED 


7. The general policy of the Department of the Army in 
the acquisition of land for dam and reservoir projects is to 
acquire the full and unrestricted fee title to the lands required 
for those projects. Any lesser estate, which in effect means 
divided ownership, may involve costly or unanticipated 
restrictions upon future operations of a reservoir for the 
purpose for which it was built. This policy is of particular 
importance for reservoirs involving flood control, with future 
potential power, or other multipurpose possibilites. Origi- 
nally, the Corps of Engineers attempted to construct and 
operate flood-control projects on a flowage easement basis. 
It soon became apparent that the controlled inundation of 
lands brought forth not only a storm of protests, but in one 
case even actual armed resistance. The use of land subject 
to flooding so as not to interfere with operation of a project 
can be assured only through obtaining the land in fee. How- 
ever, there may be exceptions in certain instances. For 
example, a comprehensive flowage easement may be acquired 
in lands which are already subject to flooding from natural 
causes, or where likelihood of intensive private development 
is very small, especially on tributaries of the main stream in 
the upper reaches of a reservoir. This presupposes, however, 
that substantial savings in land costs may be realized by 
taking easements rather than fee title in these cases. Other- 
wise, the Federal Government by paying substantially the 
fee value of the land would be deprived of that increment in 
value which normally inures to the benefit of ownership of 
the fee title to the land. 


The foregoing policy recommended by General Robinson was sub- 
stantially the general policy of the Corps of Engineers as it existed 
for many years prior to October 1953. General Robinson testified at 
the hearing that when, as Acting Chief of Engineers, he signed his 
memorandum of July 1, 1953, General Sturgis, the Chief of Engineers, 
was on leave, but emphasized that: 


General Sturgis had knowledge of this document. I know 
he concurred with my sending the document over, but 
whether he anticipated further action at that time I do not 
know. Solcan only state that this document represented my 
views at the time; it was sent to the Secretary with, I am 
sure, General Sturgis’ knowledge and consent. 


Secretary Stevens, however, refused to approve General Robinson’s 
memorandum of July 1, 1953. Instead, he ordered him to recast 
the policy so as to restrict ownership of land by the Federal Govern- 
ment at reservoir projects. Concurrently, Secretary Stevens, ac- 
companied by General Robinson and other aides of Secretary Stevens, 
made an inspection tour of the Richardson property at Benbrook 
Reservoir and conferred with Mr. Richardson and his attorneys in a 
hotel at Fort Worth, Tex. 

The corps then prepared a new memorandum which General Sturgis 
submitted to Secretary Stevens on August 13, 1953. This memoran- 
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dum formulated a new policy “in accordance with your instructions” 
and stated— 


the minimum quantity of land and minimum estate in each 
case required to carry out a very conservative interpretation 
of the provisions of law. 


The memorandum discussed the proposed policy in detail and 
indicated that it would reduce the quantity and estate in lands for 
reservoir projects “‘to the minimum which is believed possible without 
being imprudent.” But General Sturgis pointed out: 


The results expected under this policy relative to costs and 
the operation of projects for their primary purposes cannot 
be established with certainty because of the lack of statistical 
data and experience— 


and he added that the proposed policy involved many adverse 
“implications.”” These implications he described as follows: 


(a) It is believed that the administrative costs of acquir- 
ing lands will be substantially increased. This conclusion is 
based on consideration of additional surveys, mapping, and 
appraisal work required to determine present value of lands 
and damage to lands for different frequencies of flowage, and 
the probability of difficulties in reaching agreement with land 
owners on amount of flowage damage. 

(b) It is also believed that management costs will be in- 
creased because of the interspersion of lands for which ease- 
ments and fee are acquired and the divided ownership on 
easement lands. Also, enforcement of easement provisions 
will be more difficult. 

(c) The amount of savings in the cost of lands is not known 
since difficulties are expe xeted in obtaining general acceptance 
of evaluated flowage damages on an average as a basis for 
compensation. Our limited experience in this connection 
indicates that in the majority of cases compensation approxi- 
mating the full fee value will be expected. 

(d) Some additional difficulties may be encountered in 
future operation and maintenance of projects, some of which 
may result in additional substantial costs against the proj- 
ects. For example, owners who make substantial invest- 
ments in growing crops on lands below the project design 
flood contour may be expected to exert every possible in- 
fluence on project operations in order to avoid ‘such losses. 

(e) Changes in project operation and project functions 
which are desirable because of changing economic conditions 
and additional reservoirs on the same stream as the Nation 
develops will be difficult and more expensive to accomplish. 

(f) Significant potential public benefits made possible by 
construction of the reservoir with public funds and which 
could be obtained by acquiring fee title instead of flowage 
easements will be foregone to a substantial degree. 

(qg) Relinquishment by the Federal Government of fee 
title in substantial areas and the retention of only a mini- 
mum estate at existing reservoir projects would be of mate- 
rial concern to the States and local government agencies 
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where substantial public use is being made of the lands for 
incidental purposes. In order that such relinquishment may 
be fully coordinated with the States concerned, paragraph 
2¢ has been suggested. Federal legislation would be required 
to convey fee title to former owners and retain flowage ease- 
ments. At reservoirs where acquisition of lands is incom- 

lete, a change of policy will create inequities requiring 

ederal legislation to correct. Owners of improvements, 
particularly lakeside cottages, adjacent to completed reser- 
voirs will be adversely affected by disposal of title to others 
of intervening shorelands between them and the conservation 
pool and may be expected to resist such disposal. 


Notwithstanding the adverse implications of which General Sturgis 
had warned him, Secretary Stevens approved the new policy outlined 
in General Sturgis’ memorandum. General Sturgis, as directed by 
Secretary Stevens, thereupon proceeded to have the Corps of Engi- 
neers prepare the necessary drafts of regulations and implementing 
instructions and to coordinate the draft of regulation with the Depart- 
ment of the Interior. By October 6, 1953, these drafts had been 
prepared and transmitted to all the corps’ division engineers and 
district engineers. 

However, before the draft was finally approved on October 12, 1953, 
one very significant change was made. ‘This was the insertion of the 
word “limited” in section 1 (d), which dealt with the acquisition 
of land for public use and access. Whereas the October 6 draft 
would have authorized acquisition of such additional lands as may be 
needed for “public use and access,” the joint policy regulation ap- 
proved on October 12 provided that additional lands should be 
acquired only for ‘‘limited public use and reasonable access.”’ 

Neither General Robinson nor General Sturgis nor Assistant Secre- 
tary Aandahl could explain who inserted the word “limited,” or 
when or how or why it was inserted into the policy regulation. Both 
General Robinson and Secretary Aandahl admitted that no legal 
Opinion was sought as to whether it would be legal to insert the word 
“limited” into the policy regulation, since the word “‘limited” is not 
present either in section 4 of the Flood Control Act or section 3 of the 
Coordination Act. 

After the joint policy had been agreed upon and approved by 
Secretary Stevens and Interior Secretary Douglas McKay, Secretary 
Stevens promptly wrote to Mr. Gillis Johnson, the attorney for Mr. 
Sid Richardson. In his letter of October 19, 1953, Secretary Stevens 
transmitted a copy of the press release of October 12 which announced 
the issuance of the joint policy and wrote Mr. Johnson as follows: 


Upon application of the policy to the taking of the Rich- 
ardson land, it has been determined necessary to acquire fee 
title to approximately 560 acres lying below contour eleva- 
tion 697.1. Of this 560 acres, there are 522 acres within the 
conservation pool at elevation of 694. The remaining 38 
acres is that land along the shore of the conservation pool 
which is subject to inundation at least once in each 5 years 
on the average. A flowage easement will be adequate in 
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the remaining 597 acres of land lying between elevations 
697.1 and 741.0. To operate the project for flood control, 
it will at times be necessary to store floodwaters in the ease- 
ment area provided. Consequently, it is necessary that 
structures for human habitation be prohibited in the ease- 
ment area. It is not proposed to acquire any interest in 
the land above contour elevation 741. Since the land border- 
ing the conservation pool is extensive, it will be necessary 
that the Government acquire a right-of-way for road pur- 
poses across the easement area in order to perform necessary 
operation and maintenance activities in the fee area. This 
right-of-way, I am sure, can be one that will be mutually 
agreeable. 

It is very gratifying to me that the new policy reduces the 
amount of land required from Mr. Richardson to 560 acres 
from the 1,460 acres originally recommended. In my 
opinion, the 560 acres, computed on the criteria of the new 
policy, will serve the needs of the Government and at the 
same time permit Mr. Richardson to retain control of 900 
acres originally proposed for condemnation. 

I sine erely hope that you and Mr. Richardson will feel that 
I have made not only a conscientious but also a wise determi- 

nation of policy in regard to real estate acquisition. If so, I 
hope that the Ric hardson litigation may now be settled. I 
have no fear that the landowner’s title and rights will be 
described so clearly that they will not be subject to some 
other interpretation in the future by the Corps of Engineers. 
I will welcome your reaction to this letter and the policy 
enclosed herewith. 

With highest personal regards. 
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This letter shows that Secretary Stevens was determined to apply 
the new policy to the Richardson land. This is fully confirmed by 
the following testimony of General Robinson: 


Mr. Romney. On the basis of this letter, had it been de- 
termined to apply the new policy to the Benbrook project 
in general and the Richardson land in particular, before the 
recommendations from the field of the Corps of Engineers 
had been received in Washington? 

General Rosinson. I think that is true. I think I testi- 
fied yesterday that Secretary Stevens had indicated that the 
decision on the Richardson case would fall within the policy 
when it was formulated. I have already testified to that. 

The policy as formed very clearly included Benbrook, in 
my opinion, along with a number of others. 

Mr. Romney. Do you believe then, General Robinson, 
that Mr. Richardson brought pressure upon the executive 
branch of the Government to obtain his ends in connection 
with his real estate problem at Benbrook? 

General Ropinson. I do not know how you define the 
word “pressure.” Mr. Richardson, of course, was contact- 
ing any office that he could in order to put over his viewpoint 


if he could. 
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It is worth noting that paragraph 8 of the multiple letter of October 
12, 1953, announcing the new policy to the field offices of the Corps of 
Engineers, had instructed the division engineers to recommend the 
names of those projects under construction in their areas to which the 
new policy should apply with respect to further land acquisition. The 
division engineer in Dallas did not make this recommendaion on Ben- 
brook until October 29, 1953, and the approval of the Office of the 
Chief of Engineers is dated November 5, 1953. Thus, in writing to 
Mr. Johnson on October 19, 1953, that the policy was being applied 
to the Richardson lands, the Secretary acted with respect to one man’s 
ownership at Benbrook project without awaiting the action of the 
Corps of Engineers. As a matter of fact, the land acquisition under 
the previous policy was by then nearly 80 percent completed at 
Benbrook. It would seem, under the provision in section 8.7 of the 
joint policy (which states that the policy should not be applied where 
it would be “unreasonable or to the distinct disadvantage of the 
United States or to the general public’’), that the new policy should 
not have been applied to Benbrook Reservoir. 

It is clear that Secretary Stevens had gone a long way to try to 
satisfy Mr. Richardson’s demands. Mr. Richardson, however, re- 
mained unsatisfied. He insisted that the Government must agree— 

(1) to exclude the general public from the land between eleva- 
tions 694 and 697.1 (i. e., the land between the conservation-pool 
level and the 5-year flood-frequency line which would be acquired 
in fee), and 

(2) to permit him to construct habitable structures any place 
within the easement area between elevations 724 and 741. 

General Sturgis thereupon wrote a memorandum dated November 
30, 1953, in which he advised Secretary Stevens to reject Mr. Richard- 
son’s proposals, as follows: 


In connection with Mr. Richardson’s proposal that the 
Government agree that the general public will be prohibited 
from going on the land, between elevations 694 and 697.1, I 
do not feel that such a concession to Mr. Richardson can be 
supported. The 1946 Flood Control Act provides that water 
areas of reservoirs shall be open to the public generally, with- 
out charge, for boating, swimming, bathing, fishing, and other 
recreational purposes, and ready access to and exit from such 
water areas along the shores of such reservoirs shall be main- 
tained for general public use. In view of this, it is my firm 
opinion that to permit Mr. Richardson, as part of the acqui- 
sition transaction, to have the exclusive use of this water 
area is contrary to the intent of Congress. 

Likewise, with respect to Mr. Richardson’s proposal that 
he be permitted to construct habitable structures above 
elevation 724, I cannot recommend approval thereof. As 
indicated in your letter to Mr. Johnson, dated October 19, 
to operate the project for flood-control purposes, it will, at 
times, be necessary to store floodwaters in the easement 
area. To permit habitable structures in the easement area 
would be contrary to a basic policy in that the operation of 
the project would be restricted and could, in certain instances, 
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place the responsibility on the Department in subjecting 
people to physical harm. 

* * * Also, it is my understanding that the press is 
awaiting the outcome of the final solution to the Richardson 
case and undoubtedly is prepared to comment upon any 
concessions extended to Mr. Richardson which vary from 
concessions extended to other landowners. 


Secretary Stevens apparently recognized the force of General Sturgis’ 
recommendations and refused to accede to Mr. Richardson’s proposals. 
Mr. Richardson, naturally, must have been disappointed. Just what 
pressures he then applied are not clear. However, on the morning of 
July 23, 1954, General Robinson, who was again then Acting Chief of 
Engineers, was called to a meeting with Deputy Secretary of Defense 
Robert B. Anderson and Assistant Secretary of Army George H. 
Roderick. At this meeting Deputy Secretary Anderson stated that 
he opposed the corps’ acquisition of exclusive title to the shoreline 
and also the corps’ policy of prohibiting buildings for human habita- 
tion within the easement areas. These positions were virtually the 
same as those urged by Mr. Richardson. 
That same day, General Robinson and Deputy Secretary Anderson 
roceeded to the White House and discussed the matter with President 
Hacshowse. The gist of that discussion was set forth in General 
Robinson’s memorandum to the Secretary of the Army dated July 
24, 1954: 

At the meeting at the White House, the President stated 
that he had received information from Sid Richardson that 
there were some 180 Federal projects on which there were 
greatly increased costs in land taking. Mr. Hughes handed 
him the attached memo for the President which is based on 
information furnished by us, and explained that there was a 
marked change in the policy as of a year ago which would 
substantially reduce the takings in future acquisitions. 
The President seemed satisfied with this explanation. 

I was called upon to explain the Army policy and I utilized 
the Benbrook map to illustrate. 1 noted Secretary 
Anderson’s two exceptions to the policy. He then explained 
his viewpoint to the President. 

The net result of the meeting was that it was directed 
that Interior and Engineers get together with a view to 
providing in our policy for landowners to retain a portion of 
their riparian rights and to restudy the upper limits below 
which structures could not be built for human habitation. 
Secretary Tudor indicated that he preferred both changes 
to be exceptions to the current policy. It was agreed that 
the corps would initiate this matter, coordinate with 
Secretaries Stevens and Anderson, then with Interior, and 
present the solution to Mr. Hughes for approval. 

Secretary Anderson indicated he would discuss the matter 
with you at an early date. 


Pursuant to these directions, the Corps of Engineers attempted to 
devise a policy that might comply with Deputy Secretary Anderson’s 
proposals without violating the law or denuding the corps of all 
essential control over reservoir operations. In his memorandum to 
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the Secretary of the Army dated August 18, 1954, General Sturgis 
proposed further reduction in the fee acquisition and the substitution 
of flowage easements, provided that unrestricted public use of the 
water surface be reserved and that fee acquisition be continued for 
conservation and recreational purposes in accordance with applicable 
laws, and for project operations and maintenance. He also was willing 
to permit structures for human occupancy on easement lands above 
the project design flood, which, he noted, would have ‘“‘the effect of 


eliminating exceptions for higher elevations such as Benbrook.” 
General Sturgis added that: 


The above changes will permit control by the owners 
generally of the shoreline of the reservoir. They would also 
permit the landowner to construct buildings for human 
occupancy on a part of his land where risk of flooding would 


not unduly interfere with operation of the reservoir for its 
primary purposes. 


According to General Sturgis’ memorandum of April 21, 1955 
addressed to Assistant Secretary of the Army George H. Roderick 
General Sturgis’ proposals were transmitted to Deputy Secretary 
Anderson on November 23, 1954, who then reviewed them on Jan- 
uary 27, 1955, with “Mr. Davis and Mr. Tudor of the Department of 
the Interior” (presumably the then Solicitor, Clarence A. Davis and 
the then Under Secretary, Ralph A. Tudor), and these three officials 
further revised the proposed modifications of the Joint Policy. These 
revisions (discussed in detail in General Sturgis’ memorandum of 
April 21, 1955) were so drastic, so extreme, and so violative of law 
and the corps’ responsibilities for the operation of reservoir projects, 
that General Sturgis felt constrained to protest strongly against the 
Anderson-Davis-Tudor proposals. He charged, in his memorandum 
of April 21, 1955, to Secretary Stevens, that the proposal to give the 
private landowners “the right of exclusive access to the waters ad- 


oe to their property * * * is considered directly contrary to law.” 
is further comment bears repetition: 


I cannot emphasize too strongly my apprehension over 
recent policy development in this field. The elimination of 
Government fee holdings in lands above the dead storage 
pool and any increased liberality with regard to structures in 
the reservoir area, which are proposed would permit serious 
encroachment upon our ability to accomplish project pur- 
poses. The retention of private property rights and the 
erection of privately owned structures on lands which are 
planned to be intermittently or periodically flooded would 
invite a conflict of interests and resultant pressures to alter 
planned operational procedures. 


So vigorous and so justified was General Sturgis’ protest and reason- 
ing that even the Deputy Secretary of Defense and such noted advo- 
cates of subordinating the public interest to private avarice as Messrs. 
Davis and Tudor would have been hard put to push their proposals." 


14 For other examples oi the antipublic interest attitudes of Messrs. Davis and Tudor, see the following 
reports of this committee: H. Rept. 1975, 84th Cong., 2d sess., entitled, ‘‘Certain activities regarding power, 
Department of the Interior (changes in powerline regulations)”’; H. Rept. 2279, 84th Cong., 2d sess., entitled, 
‘*Effect of Department of Interior and REA policies on public power preference customers”; H. Rept. 2408, 
4th Cong., 2d sess., entitled ‘The Al Sarena Case’’; and H. Rept. 213, 85th Cong., Ist sess., entitled, ‘‘Pri- 


vate Electric Utilities’ organized efforts to influence the Secretary of the Interior (Ebasco Services, Inc.. 
and Rocky Mountain Group).” 
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The fact of the matter is that their proposals were not adopted and 
that the joint policy still remains in its present form. 

The committee is convinced that had their proposals or similar 
proposals been adopted, they would have far oremntemnes the boun- 
daries of legality, would have substantially impaired the operation of 
the reservoirs and the rights of the public, and would have shifted 
into private ownership that which was intended by the Congress to 
be reserved for the benefit of all the people of the United States. 

The committee’s investigation also revealed that when Secretary 
Stevens and Interior Secretary McKay attempted, in their press re- 
lease of October 12, 1953, to justify the policy as one which “should 
materially reduce real estate costs to the Federal Government,” they 
did so knowing that there was inadequate basis upon which to make 
such statement. 

The evidence and testimony before this committee clearly shows 
that that statement was either a wishful guess or an afterthought, 
and was not based upon any overall analyses of the comparative costs 
of acquiring easement as against fee title. No overall survey or 
analysis was made to compare the relative prices paid to landowners 
for the different land interests, or to ascertain whether acquisition of 
easements would result in greater or lesser costs for surveying, map- 
ping, appraisal, negotiation, and other administrative expenses, or 
whether the acquisition of easement title might ultimately subject 
the Government to greater real estate costs. 

The absence of overall cost analyses was fully confirmed by several 
of the key witnesses. Thus, General Sturgis testified as follows: 


Mr. INpritz. General Sturgis, when you were considering 
the matter of revising the policy for land acquisition as it 
existed prior to October of 1953, did you have before you 
any analysis or study as to whether the proposed policy 
would be cheaper on a comparative cost basis than the old 
policy? 

General Sturgis. No. I do not think we made any 
analysis. We had general knowledge though, of what 
easements were costing, compared to fee acquisition, but 
that varied quite widely. I did not have any analysis of 
that cost made. 


General Itschner also testified that “there wasn’t any overall study 
made until the committee asked for that information.” 

Assistant Secretary of the Interior Fred G. Aandahl, who partici- 
pated in the conferences leading to the adoption of the new policy, 
testified as follows: 


Mr. Inpritz. Were any cost studies made with respect to 
the cost of acquiring land in fee or easement before the new 
policy was adopted? 

Mr. AanpAnt. I was not aware of any cost studies. 


Secretary Stevens particularly had been specifically advised that 
the acquisition of flowage easements would produce little or no 
savings, and might even be much more expensive in the long run. 

The corps, during the late 1930’s, had constructed several projects 
largely with easements, and others with general fee acquisition, 
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and by 1941 or 1942, had settled upon a general fee policy which it 
followed, except in exceptional cases, until the initiation of the joint 
policy of October 12, 1953. The corps’ experience concerning the 
costs of acquiring project lands was epitomized in section 5201.06c (2) 
of the corps’ Orders and Regulations, Real Estate Operations (Sept. 
30, 1953) as follows: 


Experience has indicated the acquisition of flowage 
easements should be held to a minimum since the cost 
thereof, in most cases, equals the fee value of the land. 


That section authorized the acquisition of flowage easements, but 
only upon approval of the Chief of Engineers, in— 


exceptional cases where it can be shown that a substantial 
savings will result * * * [that] the land will be subject to 
infrequent overflow and [that] such type of acquisition will 
not interfere with the operation and maintenance of the 
project. 


The basic policy was stated in section 5201.06c (1) as follows: 


The general policy of the Department of the Army is to 
acquire fee title to all lands in reservoir or pool areas below 
the taking line fixed for that purpose in the approved general 
design memorandum as well as that land above the said 
guide taking line which has been blocked out on the basis of 
real property taking lines. 


The evidence further shows that before Secretary Stevens adopted 
the new policy these provisions were brought to his attention and that 
he was specifically warned by General Sturgis, in his memorandum of 
August 13, 1953, to Secretary Stevens, that no basis then existed for 
establishing with certainty the “results expected under this policy 
relative to costs and the operation of projects for their primary 
purposes.” In the same memorandum, General Sturgis warned 
Secretary Stevens that the new proposed policy involved many ad- 
verse “implications” which would result in higher costs and greater 
expense. (These warnings are quoted in this report at p. 41.) 

That these frank and forceful objections, based on considerable 
experience by the Corps of Engineers, were disregarded was virtually 
admitted by General Sturgis. During the hearings he was asked 
whether the above quoted statements in his memorandum of August 
13, 1953, “indicate that the new policy * * * was not expected to 
decrease the costs of the land.’”’? General Sturgis responded as follows: 


General Sturets. I would say that that is a fair estimate; 
that it was not expected to increase the savings very much, 
because as long as they would not be unduly increased—I 
mean the cost would not be unduly increased—the domi- 
nating thing was the complaint that I spoke of in my testi- 
mony before that was general and intense and widespread, 
namely that we were buying too much land. 
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AppenpIx A 


Text of section 4 of the Flood Control Act of December 22, 1944 
(58 Stat. 887, 889), as amended by section 4 of the Flood Control Act 
of July 24, 1946 (60 Stat. 641, 642), and section 209 of the Flood 
Control Act of September 3, 1954 (68 Stat. 1248, 1266; 16 U. S. C. 
460d; Public Law 780, 83d Congress): 

“The Chief of Engineers, under the supervision of the Secretary 
of the Army, is authorized to construct, maintain, and operate pub- 
lic park and recreational facilities in reservoir areas under the control 
of the Department of the Army, and to permit the construction, main- 
tenance, and operation of such facilities. The Secretary of the Army 
is also authorized to grant leases of lands, including structures or 
facilities thereon, in reservoir areas for such periods, and upon such 
terms and for such purposes as he may deem reasonable in the public 
interest: Provided, That leases to nonprofit organizations for park 
or recreational purposes may be granted at reduced or nominal con- 
siderations in recognition of the public service to be rendered in uti- 
lizing the leased premises: Provided further, That preference shall 
be given to Federal, State, or local governmental agencies, and licenses, 
or leases where appropriate, may be granted without monetary con- 
siderations, to such agencies for the use of all or any portion of a res- 
ervoir area for any public purpose, when the Secretary of the Army 
determines such action to be in the public interest, and for such periods 
of time and upon such conditions as he may find advisable: And pro- 
vided further, That in any such lease or license to a Federal, State, or 
local governmental agency which involves lands to be utilized for the 
development and conservation of fish and wildlife, forests, or other 
natural resources the licensee or lessee may be authorized to cut tim- 
ber and harvest crops as may be necessary to further such beneficial 
uses and to collect and utilize the proceeds of any sales of timber and 
crops in the development, conservation, maintenance and utilization 
of such lands. Any balance of proceeds not so utilized shall be paid 
to the United States at such time or times as the Secretary of the 
Army may determine appropriate. The water areas of all such 
reservoirs shall be open to public use generally, without charge, for 
boating, swimming, bathing, fishing, and other recreational purposes, 
and ready access to and exit from such water areas along the shores of 
such reservoirs shall be maintained for general public use, when such 
use is determined by the Secretary of the Army not to be contrary to 
the public interest all under such rules and regulations as the Secre- 
tary of the Army may deem necessary. No use of any area to which 
this section applies shall be permitted which is inconsistent with the 
laws for the protection of fish and game of the State in which such area 
is situated. All moneys received by the United States for leases or 
privileges shall be deposited in the Treasury of the United States as 
miscellaneous receipts.” 
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Apprenpix B 


List oF ORGANIZATIONS AND StaTE AGENCIES ON Recorp WIirtH THE 
ComMITTEE REGARDING THE PRESENT Joint LAND AcQuisiTION 
Po.icy 

I 


A. ORGANIZATIONS AND Strate AGENCIES TESTIFYING IN OPPOSITION TO THE 
Joint Po.uicy 


(Listed in order of appearance) 


Agency or group Name and title of witness 
Wildlife Management Institute, Washington, Dr. Ira N. Gabrielson, president, 
C 


D. C. 

South Dakota Department of Game, Fish,and Thomas A. Schrader, director, 
Parks. 

Nebraska Game, Forestation and Parks Com- Melvin O. Steen, director. 
mission. 

Sport Fishing Institute, Washington, D. C_... Robert Paul, assistant executive 

vice president. 

Florida Game and Fresh Water Fish Com- A, D. Aldrich, director. 
mission. 

Citizens Committee on Natural Resources, Spencer M. Smith, Jr., secretary, 
Washington, D. C. 

National Wildlife Federation, Washington, Charles H Callison, conservation 


D..C. director. 
Tennessee Game and Fish Commission_--_-_-- . Albert E. Hyder, director. 
The Wilderness Society, Washington, D. C_... Michael Nadel, assistant execu- 


tive secretary. 


B. ORGANIZATIONS AND STaTE AGENCIES RECORDED IN LETTERS AND STATEMENTS 
as OpposEpD To Joint Po.icy 


(Listed alphabetically by organization name) 


Agency or group Name and title of signing official 
American Nature Association (publishers of Harry E. Radcliffe, vice presi- 
Nature magazine) Washington, D. C. dent. 
American Planning and Civie Association,! Harlean James, executive secre- 
Washington, D. C. tary 


Broward County Airboat Association, Fort Westley W. Sardis, president. 
Lauderdale, Fla. 

California Department of Fish and Game-_-_-_-- Seth Gordon, director. 

California Wildlife Federation...........---- George D. Difani, executive 

secretary. 

Chelsea Chamber of Commerce, Chelsea, Okla. C. L. Lowery. 

Colorado State Department of Fish and Thomas L. Kimball, Director. 
Game. 


Conservation Federation of Missouri........- (Resolution No 12, Apr 28, 


1957.) 
Green Mountain Club, New York section____- J. H. Rohrbaugh, conservation 
chairman. 
Idaho Department of Fish and Game_.__----- Ross Leonard, director. 
Indiana State Department of Conservation__._. E. K. Marlin, director. 
International Association of Game, Fish and Carl D. Shoemaker, general coun- 
Conservation Commissioners. sel. 
Towa State Conservation Commission......-- Bruce F. Stiles, State conserva- 


tion director. 
Izaak Walton League of America, Chicago, Ill. J. W. Penfold, conservation di- 


rector. 
Kansas Forestry, Fish and Game Commission. David D. Leahy, director. 
Louisiana Wildlife Federation____.______---_- (Resolution No. 72, 1957.) 


Maine Department of Inland Fisheries and Roland H. Cobb, commissioner. 
Game. 


1 The association’s president, U. 8. Grant 3d, termed the joint policy technically adequate within existing 
legal restrictions as he understood them, but recommended legislation to purchase land necessary to develop 
recreation, forests, and wildlife, 
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Agency or group Name and title of signing official 
Massachusetts Division of Fisheries and Game. Charles L. McLaughlin, director. 
Michigan State Department of Conservation... Gerald E. Eddy, director. 
Minnesota Department of Conservation, Divie James W. Kimball, director. 

sion of Game and Fish. 
Missouri Conservation Commission________-- William E. Towell, director. 
National Audubon Society, New York City... John H. Baker, president. 
National Parks Association, Washington, D. C. Fred M. Packard, executive sec- 

retary. 

Nevada State Fish and Game Commission_._.. Frank W. Groves, director. 
New Hampshire Fish and Game Department. Ralph G. Carpenter, 2d, director. 
New Mexico State Department of Game and Homer C. Pickens, director. 

Fish 
North American Wildlife Foundation__...... C. R. Gutermuth, secretary. 
North Dakota Game and Fish Department__. I. G. Bue, commissioner. 
Oolagah Basin Land and Royalty Owners, Russell Hester. 

Chelsea, Okla. 
Oregon State Game and Fish Commission._.. P. W. Schneider, director. 


Pennsylvania Fish Commission___....__.---- William Voigt, Jr., executive 
director. 

Public Affairs Institute, Washington, D. C_._.. Dewey Anderson, executive di- 
rector. 

Sportsmen’s Clubs of Texas, Inc., Austin, Tex.._ Cecil Reid, executive secretary. 

Texas State Game and Fish Commission_ ~~ Howard D. Dodgen, executive 
secretary. 

Utah Department of Fish and Game____----- Harold 8. Crane, acting director. 

Washington State Department of Game___.-- John A. Biggs, director. 

Welder Wildlife Foundation, Sinton, Tex___-- Dr. Clarence Cottam, director. 

West Virginia Conservation Commission__-__-- Warden M. Lane, director. 

Western Association of State Game and Fish (Resolution No. 10, annual 

Commissioners. meeting, Glenwood Springs, 
Colo., June 17, 18, and 19, 
1957). 
II 


A. ORGANIZATIONS TESTIFYING IN Favor or Joint Poutcy 


Agency or group Name and title of signing official 

Chamber of Commerce of the United States... Peter D. Joers, vice president 
and director, Dierks Forests, 
Inc. and Member, chamber of 
commerce, board of directors 
and its natural resources com- 
mittee. 

National Lumber Manufacturers Association, A. Z. Nelson, forest economist. 

Washington, D. C. 


B. ORGANIZATIONS RecorRDED IN LETTERS AND STATEMENTS AS FAVORING 
Joint Po.icy 


23015°—58 H. Rept., 85-1, vol. 7——33 








MINORITY REPORT 


PRELIMINARY STATEMENT 


The majority report in this case is another example of drawing de- 
sired conclusions in advance and then endeavoring through the for- 
malities of conducting hearings to lend an air of credence to such con- 
clusions. Unfortunately, however, the majority report is lacking in 
the one thing essential to give it persuasiveness—factua] support. In 
this respect it is consistent with previous reports issued by this sub- 
committee and like those reports, it therefore serves no useful or legi- 
timate purpose. 

It is noteworthy that the principal recommendations have little 
semblance to the conclusions presumably drawn from the facts, Dem- 
onstrating a startling lack of perspective, the conclusions have little 
to do with the primary purposes for which land is acquired by the 
Corps of Engineers and emphasize rather, matters of recreation, fish 
and wildlife resources. Conservation of fish and wildlife and develop- 
ment of the recreational potential at reservoirs may be included as col- 
lateral purposes of these projects to the extent authorized by law. 
Clarification of Federal policy and further authorization of Federal 
activity in the latter fields are proper subjects for congressional con- 
sideration and determination. Meanwhile, however, land acquisition 
policy must be based on existing law. If the majority has other ide:s 
in this regard, let it propose legislation rather than harassing depait- 
ments trying their best to perform their assigned missions. 

To understand and appreciate the merits of the joint policy, it is 
necessary to look objectively and without preconception at the circum- 
stances surrounding its origin, It needs no citation to show that the 
Federal Government has over the past several years been severely 
and increasingly censored by the general public and by landowners in 
particular for the practice of “land grabbing.” 

An ever-growing army of private landowners has voiced the com- 
plaint to the President and to the Congress that the various executive 
departments are, through one guise or another, taking far more land 
out of private ownership than is justified by any legitimate purpose 
of the Federal Government. 

A report issued by this committee in the last Congress * shows that, 
as of June 30, 1955, the Federal Government owned 21.4 percent of 
the land acreage in the United States. With the Government owning 
over 1 in every 5 acres in the United States, the growing sentiment 
against further Federal acquisition has naturally and properly had its 
effect on the policies and practices of the various executive depart- 
ments and has logically enough instilled in them a corresponding de- 


212th Intermediate Report of the Committee on Government Operations entitled “Real 
and Personal Property Inventory Report (Civilian and Military) of the United States 
Government Located in the Continental United States, in the Territories, and Overseas as 
of June 30, 1955,” H. Rept. No. 1930, 84th Cong., 2d sess., p. 125. 
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sire to acquire only the bare minimum amount of land or interest in 
land that is essential for the purposes of any particular project. 

The joint policy adopted by the Department of the Army and the 
Department of the Interior on October 12, 1953, was in consonance 
with the desires of the executive branch of the Government to restrict, 
where possible, the acquisition of large landholdings by the Federal 
Government which were not essential to project purposes. It was the 
intention at that time to hold Federal] land purchases to a minimum 
consistent with the authorized purposes of these flood-control and rec- 
lamation projects, decrease thereby the cost of projects, retain on local 
tax rolls large areas of land which under prior policy were lost from 
the tax rolls and to save management costs upon areas not essential 
to actual project purposes. It is essentially sound and in the public 
interest. 

The joint policy reflected the stated policy of the new administra- 
tion which took office in January 1953 and which had been over- 
whelmingly elected on the basis of a platform which stated: 


We favor restoration of the traditional Republican public 
land policy, which provided opportunity for ownership by 
citizens to promote the highest land use. We favor an im- 
partial study of tax-free Federal lands and their uses to de- 
termine their effects on the economic and fiscal structures of 
our States and local communities. 


) 


While the Corps of Engineers has given consideration to fish and 
wildlife resources and recreational requirements, it must be pointed 
out that the Department of the Army has consistently held, as a mat- 
ter of law, that it may acquire no lands for these specific purposes but 
only as an incident to project requirements. 

The recommendations in the majority report are not consistent with 
current measures enacted and proposed in the Congress for the re- 
turn to former owners of lands acquired in fee which are not specifically 
required for project purposes. 

In the report by the Comptroller General of the United States to 
the Congress, submitted July 26, 1957, the Comptroller General 
States : 

We believe that Federal ownership of fee lands in reservoir 
projects should be limited to the minimum area of lands re- 
quired for the project under a fixed land policy. The acquisi- 
tion and retention of lands that serve no useful reservoir pur- 
pose result in unnecessary Federal expenditures for the land 
and for the subsequent management of the land and remove 
the land from local] tax rolls. 


The following is also stated therein: 


The policy was designed to limit land acquisition in civil 
works projects to that required for the construction, opera- 
tion, and maintenance of the projects for their authorized 
purposes and to permit the maximum retention of fee title 
in private ownership consistent with law. The application 
of the principles and criteria to lands already acquired for 
reservoir projects by disposal of fee title to former owners 
would require Federal legislation. 





2Review of Acquisition and Disposal of Real Bstate, Corps of Engineers (Civil Fune- 
tions), Department of the Army, January 1957. 
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The revocation of the joint policy as recommended by the majority 
report is not considered to be in the public interest. 

If, as the recommendations of the majority indicate, increased recog- 
nition should be given to the long-range needs of the Nation in re- 
gard to recreation and fish and wildlife resources, it is considered 
that lands to be acquired for purposes of enhancement of recreation 
or of fish and wildlife resources should be shown separately in reports 
of project plans, and the acquisition of such lands should be specifi- 
cally authorized by the Congress for each individual project. 

The evidence presented during the hearing should preclude any ne- 
cessity on the part of the minority to refer to the alleged fact that 
adoption of the joint land policy of 1953 was largely motivated and 
accelerated by the efforts of Mr. Sid Richardson of Texas, However, 
for the benefit of the reader who does not have the opportunity or 
inclination to wade through the tedious record of the hearings, it 
should be noted that the purpose evidently uppermost in the minds 
of the subcommittee chairman and his staff is to advance the concept 
that certain high-ranking members of the executive branch were un- 
duly influenced in promulgating the joint policy by the efforts of one 
wealthy man. Thus the majority would seek to create, as it has sought 
on many past occasions, to promote the fiction that the administration 
has prostrated itself before mammon to the detriment of the public 
at large. 

However, with a careful reading of the record and the documents 
incorporated therein one is overwhelmingly struck by the complete 
absence of any sound evidence that the joint policy was inspired solely 
by and at the behest of Mr. Richardson. Indeed, the only witness who 
suggested otherwise stated that it was only “rumor and supposition” 
(transcript p. 470). This was a surprise witness placed on the stand 
without prior notification to the members and who made the statement 
in question at a time when a quorum was not present and while testi- 
mony was being taken in violation of the rules of the House and of the 
Committee on Government Operations. Otherwise, the only sugges- 
tion of such a state of affairs 1s found in the all too frequent remarks 
and innuendos of the chairman of the subcommittee himself in inter- 
rogating various witnesses. It is significant that not one responsible 
witness who is in a position to know the true facts of the matter re- 
sponded favorably toward such remarks and innuendos. 

On the contrary, Brigadier General Robinson, who was Deputy 
Chief of Engineers in 1953 and who is the one person that appears 
most frequently in the record as being familiar with the actual back- 
ground of the joint policy, testified emphatically and repeatedly that 
such policy was not the result of the efforts of Mr. Richardson and it 
would have been promulgated even had Mr. Richardson and the Ben- 
brook case never been heard of (transcript, pp. 161 and 218). Thus 
it may be fairly and conclusively stated that the majority report has 
utterly failed in its obvious prime purpose. 


MAJORITY CONCLUSIONS FAULTY 


1. The wording of the first conclusion of the majority is typical of 
the immoderate language resorted to in reports originating in the Sub- 
committee on Public Works and Resources. It is extravagant to state 
that the policy was drastically revised. While project purposes re- 
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mained the same, the legal effect of land acquisition was changed from 
fee to easement. 

2. Under conclusion No. 2 of the majority report, it is stated that 
the Department of the Interior has— 


largely avoided the adverse effects of the joint policy by 
greater flexibility in acquisition of fee land through extensive 
blocking out of real-estate lines, by greater utilization of 
withdrawn public land, and by more careful attention to, and 
cooperation with, the Fish and Wildlife Service recom- 
mendations. 


This statement should not be interpreted to mean that Interior has 
voided the policy of acquiring easements. In fact, Interior has made 
extensive use of flowage easements for certain reservoir areas under a 
policy adopted in 1948, 5 years before the joint policy was announced, 

Any “avoidance” by the Department of the Interior of effects of the 
joint policy has been due more to the fact that the conservation pools of 
their projects are generally also the upper limit of design rather than 
to the reasons stated. In effect, the revised policy, therefore, is essen- 
tially the same as the policy followed by the Department prior to the 
adoption of the revised policy. 

Nor should this statement be interpreted to mean that the Corps 
of Engineers has not given careful attention to Fish and Wildlife 
Service recommendations. All State and Federal conservation agen- 
cies, including the Fish and Wildlife Service, are given an opportunity 
to present their views at the inception of corps’ projects. ‘These views 
are given careful consideration and those not inconsistent with project 
operation are incorporated in the project recommendations. Since 
1946 the views of State and Federal conservation agencies have been 
made a part of the project reports submitted to Congress by the 
corps. 

3. The conclusion that the joint policy was adopted “with inadequate 
or no consultation with officials expert in conservation matters” does 
not survive comparison with the record. To attempt to make a point 
of the fact that the joint policy was adopted without advance public 
notice or hearings is to ignore the precedent set when the original 
real-estate policy and subsequent changes and adaptations prior to 
October 1953 were adopted without advance public notice of hearings. 

4. (a) Contrary to the statement in conclusion No. 4, that the 
policy was actually proved to be substantially more costly to the Gov- 
ernment than the ar policy, testimony by responsible officials 
long experienced in land acquisition was to the effect that judicious 
use of flowage easements has reduced project costs. The savings will 
run from 20 to 35 percent according to the testimony even though the 
administrative cost of acquiring an easement is somewhat larger than 
in acquiring fee title. 

(6) The interest now obtained by the corps under flowage easements 
is considered adequate for project purposes and provides adequate pro- 
tection to the Government. 

(c) There have been no indications that the corps’ land acquisition 
policy has or will impair the corps’ ability to control or alter reservoir 
operations. 

(d) The policy of October 12, 1953, is in keeping with the law and 
the intention that the Federal Government acquire only that land or 
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interest in land which fulfills authorized project purposes includi 
ready access for recreation. Any further extent to which lands shoul 
be acquired to provide recreational and fish and wildlife facilities at 
reservoirs built by the Corps of Engineers should be prescribed by the 
Congress. The attitude of the Chief of Engineers is clear in this 
respect. He has stated (transcript, p. 810) : 


I believe that there is a need for legislation which will 
clarify how far the Federal Government should go with 
respect to including recreation as one of the purposes to be 
served by its water-resource-development projects. * * * 
This legislation might well be expanded to include recreation 
as an authorized project purpose which can be evaluated 
in justification of projects. It seems proper that the Federal 
Government preserve and make available the basic recrea- 
tional potentiality. State and local governments, on the other 
hand, should be responsible for the cost of specific recreational 
improvements in the reservoir area, such as picnic and sani- 
tary facilities; the management of public recreational uses, 
and should furnish any necessary water rights which might 
be required to maintain reservoir pools for recreational use. 


5. The conservation and recreational values of the project area at 
corps’ projects are made available to the public through the utilization 
of public access areas. The provision of these access areas is con- 
sidered suflicient to comply with section 4 of the Flood Contro! Act 
of 1944, as amended. 

Section 3 of the Coordination Act of August 14, 1946, does not 
authorize acquisition of lands for fish and wildlife purposes, but 
rather provides for use of lands acquired for project purposes. There 
is no evasion of the mandates of Congress. 

The act of 1944, as amended, does not authorize acquisition of lands 
for recreation and fish and wildlife purposes; it does authorize acqui- 
sition for providing ready access to and exit from the water areas 
and this then becomes a project purpose; the act provides for grant- 
ing leases and licenses for recreation and fish and wildlife purposes 
but this provision can only apply to lands acquired for project 
purposes. 

6. Conclusion No. 6 states that the joint policy reduces total revenues 
to States and local government and makes it more expensive, if not 
impossible, for States and local agencies to provide recreation and 
wildlife facilities because of lack of reasonably priced reservoir lands. 
It is not apparent from the hearings why the purchase of more land 
by the Federal Government would increase revenues to the States 
and local governments or why States and local agencies interested 
in providing recreation and wildlife facilities could not acquire lands 
as reasonably priced as could the Federal Government. 

Revenues to State and local governments from taxation on lands 
where easements are acquired rather than fee will be in addition to 
taxes derived from other sources. It is expected that enhancement in 
land values generally will be reflected in lands burdened with an ease- 
ment. In aidition. since the trends in public visitation will not be 
affected by the policy, business potentialities remain substantially 
the same and may even be enhanced. 

With respect to the statement that the States and local governments 
cannot acquire reasonably priced reservoir lands for recreation and 
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wildlife facilities, it is considered that public use areas provided by 
the corps are adequate for use of such local governments. However, 
in addition, the prosecution of the project is known in advance and 
there is no reason why these local governments, as active partners in 
the Federal, State, and local government structure, cannot acquire 
such additional lands as they might desire at the time of Federal 
acquisition. 

7. Conclusion No. 7, referring to the motivation for the joint policy 
is contrary to the testimony. The Bureau of Reclamation adopted 
the policy of acquiring flowage easements in 1948. The joint policy 
announced in 1953 required no change in its land acquisition practices, 

The former Chief of Engineers, General Sturgis, testified that his 
personal experience as a division engineer and as Chief of Engineers 
led him to initiate a review of the corps policy on land acquisition and 
that he had entertained an interest in such a review for a number of 
years before taking office as Chief of Engineers. 

He testified further that there were some 50 to 60 condemnation 
cases pending at the time he became Chief of Engineers wherein the 
landowners were challenging the authority of the Secretary of the 
Army to condemn their lands for the reason that the land was not 
needed for project requirements. As a result of such protests against 
the policy of the corps in acquiring land, General Sturgis issued an 
instruction on April 2, 1953, calling for a reexamination of policies 
for civil works land acquisition. 

It was while these studies were underway that the then Secreta 
of the Army, Mr. Stevens, mentioned the Richardson case at Benbroo 
Project, Texas. The former Deputy Chief of Engineers, General 
Robinson, testified that the Richardson case did not have any in- 
flucnce on either the substance or the timing of the revised real-estate 
policy. General Robinson further testified that the joint policy as 
announced in 1953 did not follow Mr. Richardson’s ideas, and that for- 
mer Secretary Stevens was informed of this when he approved the 
policy. Asa matter of fact, the policy was changed in a manner un- 
satisfactory to Mr. Richardson. 

8. No lands are given away to private interests. As a result of 
certain legislation, they have been sold back to the original owner at 
the price the Government paid for them, adjusted to ee for 
damage to or improvement of the lands by action of the Government 
without regard to the enhancement in value because of the project. 
The net effect is to adjust the price paid by the Government to the 
actual interest (flowage easement) in land required for project opera- 
tion. The landowner is in the same position as his neighbor from 
whom only an easement was acquired. The two acts passed by Con- 
gress for the Jim Woodruff and Demopolis projects have been to cor- 
rect inequities. This is not a giveaway program. 

9. It is not clear upon what basis the majority bases its conclusion 
that the flowage easements are inadequately drafted and that the Gov- 
ernment may be liable for damages. In the body of the subcommittee 
report (pp. 11-13), the differences between the language of the flow- 
age easement estate utilized before and after adoption of the joint 
policy are discussed. In the discussion, two main points are made: 

(a) That the corps does not now acquire the right to permanently 
overflow the land, and 
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(6) That the corps does not now acquire the right to go on the lands 
involved from time to time as occasion may require to accomplish 
any activities in connection with the operation and maintenance of 
the project. 

As to the former, the report states that the corps’ multiple letter 
dated October 12, 1953, directed that the word “permanently” should 
not be used in obtaining easements. Apparently, it is true that in 
easement areas generally the corps does not feel it necessary to acquire 
an easement right to pieahastinlly flood the land since, as a matter of 
fact, the land in the easement areas will not be permanently flooded. 

However, contrary to the statement in the report, while the multiple 
letter did state that the word “permanently” should be omitted from 
the description of the easement estate it qualified the omission by 
saying— 

whenever this can be done without detriment to the opera- 
tion and management of the project for its currently au- 
thorized purposes or reusdactine certain future modifica- 
Gon 7 %; 


Thus, the corps will take the right to permanently flood the land if 
necessary for the operation and management of the project. 

With respect to the second point, the corps does not require, in 
connection with the operation and maintenance of the project, the 
right to go on the land from time to time to accomplish any activities 
in connection with operation and maintenance of the project. 

In the easement estate now utilized, actual title to any structures 
located on the land and which will eventually interfere with project 
operations is acquired at the time the easement estate is acquired. 
Thus, along with the provision prohibiting human habitation, an ad- 
vance determination is made as to which structures will interfere with 
project operations. Any future buildings constructed must be ap- 
proved by the district engineer. From an operational standpoint, no 
natural obstructions are actually removed from the land. 

In view of the foregoing, the corps does not need the right to go 
on the lands as stated. The statement is made that this lack of a right 
of access is particularly detrimental in projects where the normal con- 
servation pool level is the same as the top of the Government fee (5- 
year flood-frequency elevation) since in such situations the Govern- 
ment and the public would be denied access to the water surface of 
the reservoir itself. This result does not necessarily follow. 

With minor exceptions, adequate access and operational areas have 
been provided at strategic points around the reservoir. These areas 
are owned in fee by the Government. They afford the Government 
and the public access to the water surface of the reservoir as intended 
by the Congress. 

The report states that the term “occasional” is vague. Apparently, 
the corps’ interpretation of this term is that it permits any flooding 
as long as it is not permanent. Thus, the easement estate gives the 
Government the right to flood several times over a given period just 
as long as the fiooding is not constant. The report does not reveal 
anv instances where such an interpretation has been questioned. 

The report discusses the corps’ multiple letter dated February 23, 
1954, and its effect on further limiting the easement estate and states 
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that the most expensive limitation upon the Government’s rights under 
the new easement language may stem from the provision whereby the 
landowner waives his claims “for loss of access” and “for damage (to 
the land) arising from soil erosion, slides, and wave wash.” The state- 
ment is then made that it could be argued that the Government would 
be liable for all damages caused by overflow except those due to loss 
of access and those damages due to soil erosion, slides, and wave wash, 
This conclusion cannot be concurred in. 

It should be emphasized that the letter dated February 23, 1954, 
applied only to tracts of land acquired in fee through the filing of 
declarations of taking in condemnation cases and set forth a procedure, 
concurred in by the Department of Justice, to revest in the former 
landowner a lesser estate, as contemplated by the joint policy volun- 
tarily entered into by the landowner and the Government. 

Certainly the agreed amount of compensation set forth in the stipu- 
lation would be in payment for the flowage easement estate—and, in 
addition, the owner would be specifically waiving compensation for 
loss of access and damages for soil erosion, slides, and wave wash, 
which are items over and above the rights acquired by the flowage ease- 
ment estate. 

10. Care must be exercised in dictating appraisal] techniques, as an 
arbitrary increase in Government appraisals would invite a corre- 
sponding increase in jury awards. Corps’ appraisals are frequently 
made by well-qualified appraisers not otherwise connected with the 
Government. These appraisers, as well as those on the corps’ staff, are 
persons of extreme professional integrity. 

The difference between fee and easement increases over appraised 
value is not great and does not warrant such intemperate language as 
“substantial” and “considerably larger.” The easement valuation poses 
a most difficult problem of estimating damages based on hydrologic 
and engineering data combined with the vagaries of natural forces. 
Opinions will always vary greatly and there is no point in attacking 
the corps’ appraisal techniques as “inadequate.” 

Future sxles of property burdened by the easement will add an 
experience factor to present-day valuation concepts and it is only 
extravagance in language to say that the techniques should be “criti- 
cally reviewed” and “deficiencies corrected.” 

11. Conclusion 11 is not based upon the evidence. Under the origi- 
nal policy, considerable weight was given to the possibility that the 
fee owners of lands on which easements only were acquired would at- 
tempt to influence reservoir operation to the benefit of their limited 
and special interests. Some apprehension was felt in this respect at 
the time of the adoption of the revised policy. General Itschner re- 
ferred in his testimony to a situation which actually occurred during 
operation of the New Madrid spillway, which is not a reservoir project. 

However, no such reaction has been documented in connection with 
reservoir operation except a case involving erosion control at Albeni 
Falls, where the csanedllinds factor was continuous high stages not 
typical of the average project. The few other examples of attempts 
at operational interference at reservoirs which have occurred have been 
from downstream interests wishing to limit reservoir discharges rather 
than from owners in reservoir areas wishing to have the pool levels 
lowered. It seems, therefore, that, contrary to the conclusion in the 
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report, there is little possibility of undesirable potential obstruction of 
engouve reservoir operation due to easement taking under the revised 
policy. 

12. No proposal made by former Deputy Secretary of Defense An- 
derson was contrary to the law. The suggested further modification 
of the joint policy can be considered only as a part of further review 
and study of the existing policy. 

13. Actually title to the Richardson land is in the United States al- 
though the court did revoke his originally entered possession order and 
abated the proceeding. However, it is the position of the corps that 
since the Government has title to the land, it has the right to use the 
land to the extent use is needed for project operation. With respect 
to the gravel removed from the land by Richardson, the final award 
in the condemnation proceeding will be offset by the value of the Gov- 
ernment-owned gravel removed. 

As recognized in the report, the prosecution and conclusion of the 
condemnation proceeding is the responsibility of the Department of 
Justice, but there is no basis in the record for the statement that the 
action of the Department of Justice has not been adequate. 


MAJORITY’S PRINCIPAL RECOMMENDATIONS REVIEWED 


1. The revocation of the joint policy as recommended by the major- 
ity is not considered to be in the public interest. It is in keeping with 
the law and sound practice that the Federal Government acquire only 
as much land or interest in land as is required for authorized project 
purposes. The recommendation that fee title be taken to the project 
flood line is contrary to the practice of the Bureau of Reclamation 
which has been satisfactorily followed since 1948. The Congress 
should enact legislation, if it so desires to authorize expressly the ac- 
quisition of lands for fish and wildlife and conservation purposes. 

2. Aside from its disproportionate emphasis on secondary project 
purposes, the majority’s second recommendation is of no apparent 
effect. All State and Federal conservation agencies, including the 
Fish and Wildlife Service, are given an opportunity to present their 
recommendations at the inception of corps’ projects. These recom- 
mendations are incorporated in the projects to the extent that the jus- 
tification warrants. Consideration is also given to acquisition of lands 
required for operational flexibility to the extent required ; and to long- 
range public access requirements. The finally recommended project is 
a composite of these and other factors which are justified. 

8. While evidence to that effort has not been revealed to the under- 
signed, it may be that the conservation officials of 48 States have 
endorsed H, R. 8747 and H. R. 8631. This is no more than to be 
expected because these departments of State governments exist to pro- 
mote their own area of interest. 

4. The majority’s fourth recommendation seems rather presump- 
tuous in view of the subcommittee’s rather limited foray into a complex 
field. The little learning thus acquired hardly qualifies the committee 
to direct that procedures developed over the years by specialists of two 
great departments of Government “should be revised.” 

5. No comment. 

6. Timber harvesting is conducted when appropriate by the Gov- 
ernment. However, excluding those lands which are cleared under 
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initial construction operations, the remaining lands held by the corps 
in fee under either policy are used in part for other purposes pre- 
cluding timber harvesting; are not suited to timber harvesting; or 
are often relatively long narrow strips of land on which economic 
timber harvesting is usually impracticable. If it is meant that States 
or local agencies should conduct timber harvesting under licenses 
granted to them, this must be controlled by workable arrangements. 
The licenses provide for such workable arrangements. 

7. The Department of Justice is well qualified to pursue the matter 
to its final conclusion. Title to the Richardson land is in the United 
States although the court did revoke his originally entered possession 
order and abated the proceeding. However, it is the position of the 
corps that since the Government has title to the land, it has the right 
to use the land to the extent use is needed for project operation. With 
respect to the gravel removed from the land by Richardson (which is 
owned by the Government), the final award in the condemnation pro- 
ceeding will be offset by the value of the Government-owned gravel 
removed. 

OTHER INACCURACIES IN MAJORITY REPORT 


A distinction is made between “comprehensive” flowage easements 
under the old policy, and “limited” ones under the revised policy (re- 
port, p. 8). In practice, the degree of acquisition is the same. The 
flowage easement is fully adequate to protect the Government’s in- 
terest. 

The parenthetical note on the same page is an incorrect inferential 
conclusion. Under the joint policy, it was never understood or in- 
tended that the 5-year frequency criterion would be an exception, but 
that it was an alternate which the Corps of Enginers would generally 
follow. 

In discussing the reduction in the Government’s acquisition of free 
lands around the reservoir, the report states (p. 8) : 


This has a major and adverse impact on the public’s ability 
to use reservoir areas as well as the Government’s ability to 
control the operation of the reservoir. 


Corps representatives testified that the actual use of areas outside 
the public access points was very limited and represented a very small 
percentage of overall use. The use of this area is generally for organ- 
ized groups and for wildlife development, neither of which develo 
into the quantity use of the access points. Further, as has been testi- 
fied to and noted elsewhere, the revised policy provides adequate con- 
trol for the operation of the reservoir. 

To state that in many cases the area between the water’s edge and 
the 5-year line is very narrow and “quite useless for recreational or 
access purposes” (report, p. 8) is to ignore the fact that shoreline con- 
trol is not intended to provide access to the public, which is provided 
at the public access points; it is intended to permit the public to land 
anywhere around the reservoir, and precludes exclusive use of the 
shoreline by adjacent owners or lessees. 

It has never been the “intended” purpose of the corps to limit pub- 


lic access, but only to limit acquisition of land to that required for 
public access. 
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The second paragraph beginning on page 9 has no significance with 
respect to the committee’s conclusions and recommendations as it 
refers to the definition of easement, not fee, lands. The normal 
procedure is to define the upper level of easement lines by acquir- 
ing the easement over an entire tract or ownership up to an elevation. 
This does not involve surveying or a restriction in land area useful 
for recreation. If the lands were acquired in fee, the cited provision 
would not, of course, be pertinent. 

In the section entitled “Department of Interior” (report, p. 9), 
the report again infers that the Bureau of Reclamation, through ad- 
ministrative license, so interprets the joint policy as to nullify it, and 
in no place is the significant factor stated. This factor is that corps 
projects typically provide vacant storage for flood-control purposes, 
leaving the normal pool well below project design levels; Bureau 
projects are designed to operate for conservation, with the pool level 
reaching project design level almost annually for extended periods of 
time. Hence the 5-year frequency level (fee level) for Bureau proj- 
ects is usually at the same level as the upper level of easement taking 
for corps’ projects. The controlling factor should be emphasized 
in this section rather than the relatively insignificant factors men- 
tioned in the report. For example, withdrawals from public domain 
should be, and are for corps projects, limited to requirements; and 
it is understood that the Bureau and corps actions on the recom- 
mendations of the Fish and Wildlife Service are comparable. 

Contrary to the statement in the report (p. 11), the multiple letter 
of October 12, 1953, did not direct the elimination of the word “per- 
manently” from all easements. The language actually used is as 
follows: 


Experience has clearly indicated that the use of the word 
“permanently” in the wording of the easement, namely, “the 
perpetual right to permanently or intermittently flood 
* * *” results in payments for easements approximating 
fee value. Accordingly, “permanently” should be omitted 
from the description whenever this can be done without 
detriment to the operation and management of the project 
for its currently authorized purposes or reasonably certain 
future modification and wording used somewhat similar to 
“the perpetual right to occasionally flood the lands as may 
be required as authorized by the ~.--_- Act of isc. Pe 

The easement form contained in the multiple letter of February 23, 
1954, was prepared and distributed to the field for use in acquisition of 
unclosed condemnation tracts. Nothing in this multiple letter abro- 
gated the provisions of the multiple letter of October 12, 1953, which 
contains the following directions : 


The language generally describing a flowage easement 
estate is set forth in paragraph 5201.06c (3), Orders and 
Regulations. While such language may be sufficient gener- 
ally, it is incumbent on the part of the district and division 
engineers to amend the language when required in a particu- 
lar reservoir area or tract and to cover special contingencies 
involved. 
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The facts do not bear out the conclusion that “the easement policy 
subjects the Corps of Engineers to undesirable potential obstruction 
of its effective operation of the reservoir” (report, p. 21). Since 
adoption of the easement policy, there have been several floods utiliz- 
ing storage areas on parts of which easements only have been acquired, 
and we know of no significant attempts at adverse operational control. 

The easements provide all the control necessary for authorized pro- 
ject purposes. The factors mentioned on page 21 of the report, 1. e., 
firearms, rubbish, etc., are important only when Government has fee 
title and responsibility. These factors are no more significant than 
they would be on adjacent ownerships regardless of precisely where the 
property line is in relation to the project. 

The corps does not exercise police powers at any of its projects, nor 
does it indicate any desire to do so. This remains a responsibility of 
the pertinent local governmental unit. Nor does the corps indicate 
any desire to extend its control over lands flooded as infrequently as 
easement lands are beyond the conditions of the easement. Repre- 
sentatives of the corps testified that the terms of easements were ade- 
quate for authorized project purposes. Further broadening of the 
easement agreement is neither necessary nor desirable. Hence, dis- 
cussion of increased costs and complications in support of fee aquisi- 
tion (report, p. 22) is academic, being based on untenable premises. 

As suggested on page 22 of the report, future expansion of projects 
would indeed be facilitated by fee acquisition. However, projects are 
conceived comprehensively, and while examples of future expansion 
have occurred, they have occurred on a very small percentage of all 
the projects. The corps should not buy everywhere in fee extra land 
only a small part of which will be required for future expansion. 

Contrary to the statement made on page 26 of the report, there are 
no konwn access areas at corps projects which are inadequate for 
present and potentials needs. If there were, authority remains avail- 
able to acquire additional lands. 

The revised policy provides for shoreline use; in fact was devised 
to provide specifically for the uses mentioned, namely, shoreline fish- 
ing, ete. The statements (report, p. 27) that the public access points 
do not provide sufficient depth and prevent maximum development of 
recreational potential are contrary to fact. A small measure of justi- 
fication for such statements exists only if it is assumed that because 
of reservoir project development the agency should also build golf 
courses, racetracks, and other recreational facilities. 

The conclusion of the committee that the effect of the joint policy 
is to negate congressional intention manifested in section 4 of the 
Flood Control Act, as amended, can only be reached on a premise that 
the section authorizes land acquisition for recreational purposes. It 
does not. 

The joint policy does not leave “with the adjoining landowners the 
right of exclusive access to extensive regions of shoreline” (report, 
p. 28). The direct opposite is factual. 

Furthermore, local governmental agencies need not be concerned 
with land values, as their present and estimated future requirements 
are met by Federal purchase and gratuitous lease. If they did want 
more land than necessary, they could acquire it at the same time as 
the Federal Government does, at the same cost. 
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Fish and wildlife development is promoted by the joint policy (not 
hampered as stated on p. 28 of the oy to the extent that it can be 
justified as a basis for authorization. The testimony on which the 
majority relies (report, pp. 29 and 30) takes no cognizance of justifica- 
tion. Federal funds should be spent only for work authorized, for 
which justification is normally presented. 

Recommendations of the Fish and Wildlife Service are rejected only 
when justification is lacking. 

The majority states that “the joint policy is anticonservation in out- 
look” (report, p. 30). Actually, General Itschner testified that he is 
fully in accord with fish and wildlife protection and development with- 
in the framework of authority available; and he encourages its de- 
velopment in conjunction with corps projects under the joint policy 
where it can be justified as a prerequisite to authorization. The state- 
ment of the majority is unsupportable. 

The summation of the effects of the joint policy (report, p. 31) are 
in part erroneous in fact, for example: no one has exclusive and 
private access under the policy, erosion protection is provided under 
the policy, pollution and siltation are allowed for under the policy ; and 
in part the result of conclusions based on erroneously assumed pre- 
mises, for example: public use and fish and wildlife resources are not 
developed to the extent justified and authorized. 

The statement on page 34 to the effect that maintaining land on 
local tax rolls is not a significant justification in favor of the joint 
policy cannot be concurred in. The more land taken off the tax rolls 
the less taxes the local government gets. ; 

The majority would have us believe that the “tremendous economic 
benefits resulting from the increased use of reservoir lands for recrea- 
tion” will be an offset to the tax loss. This is to ignore the fact that 
business potentialities should be enhanced where there is private de- 
velopment. Reservoirs around which the Government owns all the 
land will be developed to the same extent as reservoirs under the cur- 
rent real estate policy are developed for the access points only. The 

difference will be betwen undeveloped land between access points in the 
former case and the same intermediate land with privately owned cot- 
tages, clubs, etc. under the new policy. Therefore, the economic de- 
velopment will be much greater. 

General Itschner made this point in his closing statement when he 
said (transcript, p. 811): 


* * * many of these lands if left under private ownership 
will be developed for resorts and private recreational pur- 

oses, with summer cottages above the easement line. Thus, 
both public and private recreation is fostered, and the total 
amount of recreational benefit is greater than would be the 
case with all Federal ownership. Local tax rolls are increased 
and a greater regional economy ensues. 


Appendix B seems calculated to convey an impression that the over- 
whelming burden of the evidence is opposed to the joint policy—as 
if an issue could be resolved by merely counting the spokesmen on 
each side. This may have been an acceptable method of settling 
issues among the tribes which overran the Roman Empire, but in this 
day more emphasis on the identity of the witnesses and the substance 
of the testimony would be preferable. 
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In referring to the communications from State forestry, game, and 
fish commissions and other conservation groups during the hearings 
(transcript, p. 894-A), the chairman stated ‘ swe wrote letters to 
practically all of the States to get their views.’ 

The reason for solicitation of those known to be opposed to the joint 
policy is now obvious. 

Naturally, the conservation agencies want the land retained in an 
undeveloped state and can be “expected to promote their area of 
interest. 

The Sport Fishing Institute, which is among the listed opponents 
of the joint policy, is made up largely of the m: anufacturers who pro- 
duce the equipment and tackle, outboard motors, and boats used by 
sports fishermen. 


MINORITY RECOMMENDATIONS 


1. The joint policy on land acquisition for reservoirs announced in 
October 1953 is a constructive step toward restricting Federal land 
crepes to the minimum consistent with the authorized purposes of 
flood-control and reclamation projects. It is recommended that the 
concerned executive agencies pursue this policy in the interest of re- 
ducing Federal cost of land acquisition and reservoir management and 
in minimizing the amount of land taken from private owners and 
from local tax rolls. It is recommended further that the executive 
agencies maintain a continuing review of land-acquisition practices 
and make such modifications from time to time as appear to be in 
the public interest. 

2. It is recommended that the Corps of Engineers review its appli- 
cation of the joint policy to its various projects with the view of 
determining whether any modification appears warranted in the 
interests of promoting fish and wildlife conservation and dev eloping 
the recreational potential of the reservoir within the limits of existing 
law. 

3. It is recommended that the appropriate legislative committees 
of the Congress give consideration to the strengthening of the statu- 


tory basis for fish and wildlife conservation and development of rec- 
reation at reservoir projects. 


Respectfully submitted. 


Victor A. Knox, 
Cuartes B. Brownson, 
H. ALLEN SMITH, 


Minority Members of the Public Works and Resources Sub- 
committee. 


We concur in the foregoing views: 
Cuare E. HorrmMan. 
R. Water RIeEHLMAN. 
Ceci, M. Harpen. 
GrorGE MEADER. 
CLARENCE J. Brown. 
Guienarp P. Lipscoms. 
Wru1am FE. MInsHatt. 
Epwin H. May, Jr. 
Rosert H. MicwHet. 
Fiorence P. Dwyer. 
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ADDITIONAL VIEWS OF HON. EARL CHUDOFF 


The minority report attempts to distort and confuse the issues and 
the facts. 

One of the most blatant omissions in the minority report is its 
complete failure even to mention that the present Assistant Secretary 
of the Interior for Fish and Wildlife, Ross Leffler, an outstanding 
conservationist, strongly and forthrightly condemned the joint policy 
before the subcommittee as detrimental to the public interest. His 
candor is all the more commendable in view of the fact that the joint 
policy is still the official administration position. 

It also conveniently ignores the fact that top officials of the Corps 
of Engineers testified it was not adequate or beneficial to the public. 

Even more pointedly, the minority report fails to mention that of 
the numerous State agencies and private conservation and recreation 
organizations listed on pages 50 and 51 of the report, all except two 
opposed the joint policy. 

The minority report, in attempting to defend the adequacy of the 
easement language, makes no mention of the fact that the Chief of 
Engineers himself recognized that it was defective (see report, p. 15). 
Much of the minority report, in fact, consists simply of reciting the 
recommendations and conclusions of the committee’s report and then 
asserting the opposite, either without regard to the facts and the testi- 
mony adduced at the extensive hearings, or, where a fact is stated, 
by lifting it out of its context and distorting its significance. In sum, 
the minority report simply seeks to becloud in a seemingly blind at- 
tempt to defend the indefensible. 

An example of such distortion is where the minority attacks the 
committee’s conclusion that “the joint policy is anticonservation in 
outlook,” by saying— 


Actually, General Itschner testified that he is fully in accord 

with fish and wildlife protection and development within the 

framework of authority available. 
The committee’s report did not criticize General Itschner. On the 
contrary, the hearings showed that General Itschner himself is in 
favor of more adequate protection and development of conservation 
and recreation values. The point is that he is hampered by the joint 
policy which limits “the framework of authority available,” and the 
minority, in effect, admit this. 

The minority tread on eggs when they assert that the access areas 
at corps projects are ac lequate for present and potential needs. 
Numerous recreation and conservation organizations stated precisely 
the contrary. And as recently as August 2, 1957, the corps wrote a 
letter to Congressman James C. Wright, Jr., replying to complaints 
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of inadequate public facilities at the Benbrook Reservoir area, and 
stated that at— 


many of our large reservoir projects, public use of the area, 

even with unfavorable water conditions, has pyramided to 

more than 1 miliion visitors annually in the first few years— 
and that— 


the Chief of Engineers has directed that the matter be re- 
viewed for all projects of the corps with the view of seeking 
funds to establish a satisfactory level of development of suc h 
[recreational] facilities. 


Moreover, Assistant Secretary Leffler testified (see Report, p. 29) 
that the access points— 


do not provide opportunities for intensive fish and wildlife 
management by the State and Federal fish and wildlife 
groups where justified. 

In item 2 under “Majority Cone lusions Faulty,” the minority leaves 
the dubious implication that all is well with respect to coordination 
between the Corps of Engineers and the State and Federal conserva- 
tion agencies whenever a project with conservation benefits is under 
consideration. ‘The true situation here, however, has been described 
by Assistant Secretary of the Interior Lefiler in his testimony before 
the subcommittee, quoted on page 30 of the report : 


Mr. Inprirz. Mr. Lefiler, I wonder if you could comment 
as to how the policy has been applied, actually applied, by 
the district engineers at reservoirs, in terms of recognizing 
the wildlife values¢ Has it been adequate ! 

Mr. Lerrier. Generally speaking, we would say that the 
policy has worked to our detriment. I am not saying that 
critically of the district engineers, you understand, because 
they were applying this policy. There were many instances 
lere we made recommendations. They “atin felt otherwise 
and have, therefore, disregarded them. Furthermore, if the 
policy had not been enforced, I feel quite confident in many 
instances we would have had recreational values on those 
lands. 


The minority’s charge that the committee’s finding that the joint 
policy was adopted “with inadequate or no consultation with officials 
expert in conservation matters” does not survive comparison with 
the record, is quite astonishing. The record of the hearings fully 
supports the committee’s conclusion. Neither the corps’ nor Interior’s 
witnesses testified that they consulted conservation experts, whereas 
conservation experts, such as former Fish and Wildlife officials 
Albert Day and Clarence Cottam, advised the committee, in letters 
which are part of the oflicial record, that no such consultation occurred 
prior to adoption of the joint policy. 

The minority attempts to muddy the issues by pretending that the 
real issue is whe ther the ¢ Corps of Engineers has been acquiring too 
much land in the past at reservoir projects. The true issue, of course, 
is whether the acquisition of flowage easements, instead of a fee simple 
interest, above the 5-year flood line is in the best national interest. 
No one has questioned project flood-control designs of the Corps of 
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Engineers or the Bureau of Reclamation, and the committee report 
itself recommends that the— 


acquisition of lands above the flood control pool should be 
restricted to the minimum consistent with sound real estate 
practice and authorized public purposes. 


The minority compounds this fault when it attempts to argue that— 


current measures enacted and proposed in the Congress for 
the return to former owners of lands acquired in fee which 
are not specifically required for project purposes— 


indicate that congressional policy is already established against the 
recommendations of the majority report—principally that the former 
land acquisition policy be reinstated. 

These measures deal with projects whose iand acquisition programs 
were underway when the joint policy was applied to those projects. 
This means that, in many cases, the landowners whose lands had not 
been finally acquired by the Government were able, under the joint 
policy, to retain their lands subject to a flowage easement. However, 
those landowners having already sold to the Government in fee, were 
no longer able to achieve the same ownership status as their neighbors 
who were able to retain their lands subject to a flowage easement. ‘The 
minority report, in fact, admits this when, in paragraph 8 under the 
heading, “Majority Conclusions Faulty,” it states, “The two acts 
passed by Congress for the Jim Woodrutf and Demopolis projects have 
been to correct inequities.” 

The minority’s attempt to rely on the Comptroller General’s report 
is unwarranted. His report merely begs the question in his a priori 
assertions that land acquisition in fee should be limited to those lands 
essential for reasonable public access and project management. The 
committee’s report and the record of the hearing contain overwhelm- 
ing evidence to refute the Comptroller General's report for any indi- 
cation that he has made the studies and analyses on wkich his posi- 
tion, if sound, would have to be based. These are the studies and 
analyses which the committee found it necessary to make in order to 
reach its conclusions: 

(1) Comparison of relative land-acquisition expense, including 
administrative expense of fee acquisition versus easement acquisi- 
tion for the same land. 

(2) Study of probable tax revenue loss where land is taken in 
fee as opposed to probable loss where the same land is taken sub- 
ject to a flowage easement. 

(3) Factors which offset any estimated tax revenue loss: in- 
creased local property values; increased business activity due to 
public use of reservoir; payment to States of 75 percent of Federal 
revenues from lands; ete. 

(4) Actual management costs, including impact thereon of Gov- 
ernment’s being relieved of such costs where area administration 
is assumed by State and local agencies under permit or licenses. 

(5) Increased flexibility of reservoir operation where flood zone 
is held in fee; future additional storage requirements, which 
ownership of fee lands enormously facilitates. 

(6) Rapidly growing importance of public use and conserva- 
tion needs served by reservoirs, as contemplated by section 4 of 
Flood Control Act of 1944 and section 3 of 1946 Coordination Act. 
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The minority erroneously creates the impression that Bureau of 
Reclamation projects do not have flood- control pools. In certain 
projects, it is true that the conservation pool is the upper limit of 
design. However, the trend for more recent projects, particular] 
those in the Missouri River Basin, is toward building projects wit 
considerable flood-storage capacity (e. g., Kerwin, Keyhole, and Heart 
Butte Reservoirs, Missouri River Basin ‘project). Thus, there really 
is need for acquisition of land for storage of floodwater. 

The minority completely fails in its attempt to show that Mr. Sid 
Richardson had nothing to do with the formulation of the joint policy 
The committee’s report amply substantiates his role. 

If still further evidence should be desired to link Mr. Sid W. Rich- 
ardson and his attorney, Mr. Gillis A. Johnson, to ‘be ‘determination 
by Secretary of the Army Stevens that flowage easements should be 
substituted for fee-simple acquisition at Army reservoirs, one need 
only look again at the record of the hearings. 

In his memorandum for the Secretary of the Army dated June 
9, 1953, the Acting ( hief of Engineers, RAeir General Robinson, 
refers to Mr. Johnson’s May 12, 1953, letter to Secret ary Stevens as 
follows: 


Mr. Johnson has raised many questions which can be 
reduced to the following basic points: * * * (¢) Is the Corps 
of Engineers authorized to take in fee all the land it needs 
to flood for operation of a flood-control reservoir? * * * Mr. 
Johnson implies in his letter that a flowage easement above 
the conservation pools is all that Government could possibly 
need for flood control. That is contrary to my considered 
judgment, based upon experience of the Corps of Engineers. 

In his letter of June 22, 1953, to Secretary Stevens, Mr. Johnson 
writes : 

* * * Tt would give me great pleasure, if you have time 
when you visit Fort Worth in July, to have an opportunity 
to briefly entertain you, and let some of the active friends 
of the administration meet you. I will continue in my efforts 
to reach Mr. Richardson before he leaves Washington and 
ask him to contact you to see what your wishes are in this 
respect. 

* > * * * 


So you will further fully understand the matter, we have 
been offering all along to give the Government free and in fee 
all of the more than 500 acres lying below the 694 conserva- 
tion pool elevation (maximum normal high water below flood 
stage), and also free as a covenant running with the land a 
flowage easenient and a perpetual waiver against damages up 
to the mountain tops, with further free easement for entry 
to police and maintain the shoreline. 


On July 23, 1953, Major General Robinson addressed a memoran- 
dum to heads of the Civil Works and Real Estate Divisions. He 
began by stating: 


. At the conference yesterday with the Secretary of the 
in my, the Secretary expressed concern with the current real- 
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estate policy of the Corps of Engineers. He indicated he had 
definite plans to make substantial changes therein. 

2. It is his feeling that the present policy requires both the 
taking of too much land and the taking of too high a title in 
the land. He stated that the question of real-estate acqui- 
sition by all agencies of Government was one in which the 
present administration desired to take a completely new look 
on a broad scale and that determination of that policy would 
probably be by the Chief Executive. 

3. The new Secretary had not determined the extent to 
which he might make the new policy retroactive, but consid- 
ered this a minor consideration, although fully realizing the 
legal and legislative complications. With this background, I 
desire a study made and a presentation to the Secretary 
prepared. 

Chief of Engineers Sturgis wrote to Under Secretary of the Interior 
Tudor on August 25, 1953, and explained the origin of the proposed 
policy change in this way: 

Based on Secretary Stevens’ instructions, we prepared a 
new real-estate policy over here which greatly limited the 
acquisition of land at fee-simple. * * * 

The Acting Assistant Chief of Engineers for Real Estate during the 
time when the change of policy was first being considered (Mr. George 
Meier) testified before the subcommittee: 

Mr. Chairman, I heard General Sturgis’ testimony yester- 
day and I do not recall any Chief of Engineers, or any Assist- 
ant Chief of Engineers, or any Deputy Chief of [ngineers, 
who ever advocated the acquisition of flowage easements in- 
stead of the fee simple title to the land. * * * 


From the mere fact that Mr. Richardson later felt that he should 
have retained—or had returned to him—more rights than the Secre- 
tary’s application of the policy to his land purported to give, it should 
not be inferred that the joint policy was not a move toward satisfying 
his demands. 

In a letter to Secretary Stevens, dated October 14, 1953, Mr. Rich- 
ardson’s attorney, Mr. Johnson, wrote this concluding paragraph: 


While we are much pleased with the general direction of the 
new policy as we understand it, there are some things in its 
application to our particular problem that we request permis- 
sion to discuss with you before you finally rule. 


A newspaper clipping in possession of the subcommittee, from the 
Fort Worth Press of September 17, 1954, captioned: “Sid Again Puts 
Pressure on United States Land Policy,” quotes Mr. Gillis Johnson 
assaying: 

The new change was a step in the right direction, but it 
didn’t go near far enough. I think they'll do something 
about it. 


In an attempt to defend former Deputy Secretary of Defense 
Anderson’s proposals, the minority report says they were not “con- 
trary to the law.” This coolly ignores General Sturgis’ protest of 
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April 21, 1955 (see report, p. 46), that Deputy Secretary Anderson’s 
proposal “is considered directly contrary to law.’ 

Again the minority report falls down in its attention to essential 
detail when it tries to connect the words “rumor and supposition” 
spoken by the former Acting Chief of Engineers for Real Estate at 
the hearing to the committee report’s finding that the joint policy 

was inspired by Mr. Sid Richardson. It is sufficient rejoinder here 
simply to quote the actual exchange as recorded in the hearings at 
the very page of the transcript mentioned by the minority: 


Mr. Romney. What, in your opinion, was the reason for 
this widespread application of the policy in the Fort Worth 
district ¢ 

Mr. Meter. Well, Mr. Romney, I can only resort to rumor 
and supposition on my part. 

Mr. Cuvporr. I think we had that out this morning, on pre- 
sumptions and suppositions. 

Mr. Meter. That is right. 

Mr. Cuuporr. You cannot very well base a case, or base 
statement of fact, on rumor or supposition. 

Mr. Meter. Lagree with you, but it was only oneman. That 
was Mr. Richardson. 


Thus it will be seen that the question directed to Mr. Meier dealt only 
with the extent of application of the joint policy to the reservoir 
projects in the Fort Worth district and not to the actual initiation, 
formulation, and adoption of the policy. 

The minority’s attempted defense of the adequacy of the Justice 
Department’s handling of the Richardson condemnation case is con- 
tradicted by the fact that the Department of Justice has done nothing 
since 1953 to obtain legal possession of the tract to which the Govern- 
ment has title, or to prevent Richardson from removing the gravel 
therefrom. 

In its opening paragr aph, the minority report states that the 

majority report is lacking in factual support, and charges that in that 
respect, it is consis stent with previous reports issued by the subcom- 
mittee and serves no useful purpose. This remark is typical of the 
persistent and blind refusal of the minority to heed facts proved 
beyond a shadow of a doubt. Iam proud to stand on the factual record 
of every one of the subcommittee hearings and reports. 

Nor can there be any doubt that the subcommittee’s work has been 
very useful. Here are a few examples: In its hearings on Effect of 
Administrative Acts and Policies of Department of Interior and 
Rural Electrification Administration on Rural Electric Cooperatives, 
Public vernon and Municipal Electrics. (See H. Rept. No. 866, 84th 
Cong.) the subcommittee uncovered a plan by the Secretary, Under 
Secretary and an Assistant Secretary of the Interior to conceal and 
suppress an Attorney General’s opinion which has since been de- 
scribed as a “Magna Carta” in defining the preference rights of rural 
electric cooperatives and public agencies to purchase Federal power. 
It was only as a direct result of the subcommittee’s persistent question- 
ing that this suppressed opinion was discovered and the rural coopera- 
tives of the State of Georgia saved from abject surrender to the Geor- 
gia Power Co. In the same hearings, the subcommittee’s investigation 
of the power situation in the Southwestern States played a material 
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art in saving the rural electric a there from being wrecked 
o a breach of contract attempted by the present administration. 

Hearings held and analyses made by the subcommittee proved the 
availability of surplus power in the Central Valley project in Cali- 
fornia and caused the Secretary of the Interior to sell it to a preference 
customer rather than to the Pacific Gas & Electric Co. (See H. Rept. 
No. 218, 85th Cong., entitled, “Availability of Power to Public Prefer- 
ence Customers from Central Valley Project (Roseville, Calif.)”) 

The subcommittee in still other hearings brought to light the start- 
ling fact that certain Interior Department powerline regulations 
detrimental to rural electric cooperatives and public bodies were 
actually written by a group of private utilities and secretly delivered 
to Under Secret: uy of the Interior Davis (recently resigned), at his 
request, by a registered lobbyist for the Pacific Gas & Electric Co. It 
is interesting to note that although this incident was, in fact, ad- 
mitted and described in detail by Undersecretary Davis, the lobbyist, 
and a vice president of Pacific Gas & Electric Co., the minority per- 
sisted, in its report in referring to the incident as “an allegation.” 
(See H. Rept. No. 1975, 84th Cong., entitled, “Certain Activities Re- 
garding Power, Department of the Interior, (Changes in Powerline 
Regulations).”) 

To run quickly through a few other items: The subcommittee’s in- 
vestigation of the overlapping road-building setup in Alaska led to 
adoption of legislation consolidating the 1 oad- building agencies. (See 
H. Rept., No, 1472, 84th Cong., entitled, “Operations of the Alaska 
Road Commission.”) The investigation of the lack of competitive 
bidding in the leasing of automobiles by the Bureau of Indian Affairs 
led to the cancellation of the illegal contracts and the establishment of 
new standards for automobile cost analysis for all Federal agencies. 
(See H. Rept. No. 1892, entitled, “Contracts for Rental of Automobiles 
by Bureau of Indian Affairs.”) The investigation of the methods 
and activities of the Electric Bond & Share Co. and its affiliates in 
influencing Federal power policy not only revealed the machinations 
of this group but also led direct ly to a decision by the Federal Power 
Commission that the costs of anti-public-power propaganda was being 
improperly charged to the consumers of electricity. (See H. Rept. 
No. 213, 85th Cong., entitled, “Private Electric Utilities’ Organized 
Efforts To Influence the Secretary of the Interior (Ebasco Services, 
Inc., and Rocky Mountain Group.”) ‘The subcommittee’s look into 
the Al Sarena Mining claim case brought all the facts to the atten- 
tion of the public so that it could make an intelligent decision as to 
the merits of the controversy. (See H. Rept. No. 2408, 84th Cong., 
entitled, “The Al Sarena Case.”) And the subcommittee’s study of 
Federal timber sales policies has been consistently praised as a very 

valuable contribution in its field and its effect is being constantly re- 
flected in agency actions and procedures. (See H. Rept. No. 2960, 84th 
Cong., entitled, “Federal Timber Sales Policies.”) 
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